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1.INTRODUCTION 


1.1 Government of Orissa constituted this Committee on 30th May 2001 with the following terms 
of reference; 

" (a) To examine whether the reforms in the Electncity sector have progressed on the desired lines'. 

(b) If not, what corrective steps need to be taken to ensure that the intended benefits of the reforms 

process flow to the targeted groups 

(c) What can be done to strengthen the key institutions like GRIDCO and the Orissa Electricity 

Regulatory Commission 

(d) What specific steps need to be taken to promote socially relevant objectives like Rural 

Electnfication Energisation of L I. Points and providing electricity to the under privileged, 
sections of the community 

(e) Any other matter connected or incidental thereto " 

A copy of the Government notification constitutmg the Committee is at Annexure I 

4.5The Committee, at its first meeting held on 18th June 2001 decided to seek views of the public on 
the reforms and invite them to give their suggestions This was done by issue of a notice in leading 
newspapers. In response to this, many individuals and orgamzations sent their observations and 
suggestions; some of them also offered to meet the Committee and present their views in person 
Most of them met us and gave us the benefit of their advice. A list of those who responded to the 
public notice is at Annexure-2. The Committee also invited a number of individuals and 
orgamzations representing a cross section of those engaged in or connected with the electricity 
industry to share their experience and perception of the reform and give their suggestions All of 
them gave their unstinted cooperation 

4.6Earlier in the year there was a prolonged debate in the Onssa Legislative Assembly on the 
working of the reform The debate, in which a large number of legislators participated, had brought 
out many important issues; three of them Shri Ashok Das, Shri. Pradipta Panda and Sliri 
R.C.C.Patnaik sent us their views, and the latter two took the trouble of meeting the Committee. 

4.7We also had the benefit of meeting and getting the views of the State Finance Minister, the State 
Energy Minister, the Secretary to the Government of India (Ministry of Power), Chief Secretary 
(Onssa), members of the Orissa Electricity Regulatory Commission, officials of the World Bank and 
officials of the Department for International Development (DFID) of the Government of U K. who 
are all vitally cormected with the reform. Names of those who met the Committee and gave us their 
observations and suggestions are-set out in Annexure-3 We deeply appreciate their contribution to 
our interaction with them 

4.8We would also like to place on record our appreciation of the assistance rendered by GRIDCO in 
making arrangements for our meetings and of the painstaking exercises made by Director (Tanff) 
OERC and Director (Finance) GRIDCO which ennched our deliberations. 

Our report is set out in the following pages. 
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ANNEXURE 


1) Government of Orissa, Deptt. of Energy .Notification No. 8480 dated 30 May 2001 

2) Persons / Organisations who sent their view, to the Committee 

3) Persons / Organisations who met the Committee 

4) Power Sector Development Policy of the Government of Orissa Dated April 4 1996 

5) Sources & Application of Funds 

6) Pre-conditions for Disbursement by World Bank 

7) Expenditure incurred on Consultancy Services 

8) Electricity Tanff m Onssa from 21.5 1996 

9) Exit of AES 

10) Transmission and Distribution Losses 

11) Govt of Orissa circular dated December 12. 2000 May 10. June 26 2001July 16 2001 

12) Projects funded by IBRO 

13) Emlployed cost comparison and reasons for variaion (GRIDCO)14) 

14) Indebtedness of GRIDCO as on 30.9.2001 

15) Combined Profit & Loss statement of transmission & Distnbution values 

16) Financial Projection of GRIDCO & DISTCOS Operations 

17) Financial sacrifices by the State 

18) Cash Flow statement after application of correctives proposed by the Committee 

19) Existing and Recommended Models of Onssa Power Sector 

20) Average Retail Tariff Projections Actuals) 
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1996-97 


50.4 


A footnote to the report explains that the sudden jump is due to the realistic assessment of T&D 
losses m the power system after restructuring of OSEB "Similar position can be observed in case of 
Haryana and Andhra Pradesh who also opted for power sector reforms" 

2.3 Another nagging problem was growing power shortages These started being felt 
from the mid-1980s and by the early 1990s, the shortages had become acute the peak 
shortage shooting up from 24% in 1991-92 to 37% in 1993-94, exceeding the national 
average. Government of Orissa had to issue statutory notifications regulating the supply 
distribution and consumption of electricity by consumer groups. Industries suffered power 
cuts ranging from 25% to almost 70% of their requirement depending upon vagaries of the 
monsoon. Rotational area load shedding for consumers was irritatingly common. The 
worsening situation compelled industries who could access funds, to go in for captive 
generating plants; those who could not, suffered irreparable production losses 

It was only with addition of capacity at Orissa Power Generation Corporation (OPOC) from August 
1994 that restrictions ceased to be imposed. 

2.4 The poor performance of OSEB's only thermal power station at Talcher (TTPS) was another 
distressing feature The plant suffered from mismanagement. It had a work force far in excess of 
requirement, high auxiliary consumption and extremely poor plant load factor (PLF) 

PLF% 



India 

Onssa 

1990-91 

53.90 

33.90 

1991-92 

55.30 

30.00 

1992-93 

57.10 

34.50 

1993-94 

61.00 

35.50 

1994-95 

60.00 

29.00 


2.5 With generation projects being executed under the Government and growing emphasis on 
village electnfication, by far the major part of the investment in the power sector went into those 
areas, starving the transmission and sub-transmission segments. A review of investments in the 
power sector disclosed that as much as 88% of the total investment was being made m the generation 
and rural electnfication segments leaving a meager 12% for transmission and system improvement 
Almost all EHT Imes and sub-stations were loaded fully without any standby capacity. As a result, 
supply had to be curtailed or shut down even for routine maintenance. Preventive maintenance had 
often to be deferred for this reason Technical losses, particularly in the HT and I.T distribution 
segments grew and reached the unacceptably high level of 23% by 1994-95 as under • 


33KV Lines 

6.22 % 

33/11 KV substations 

0,85% 

11 kV lines 

6.7% 

11/0.4 kV substations 

1.72 % 

LT lines 

7.46% 

Total 

22.95% 


2.6 Over the years, the tariff set by OSEB (as indeed practically all other Boards in the 
country) got progressively skewed with industries bearing a disproportionately heavy 
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II. ORISSA STATE ELECTRICITY BOARD : AN OVERVIEW 


2.1 The Orissa State Electricity Board (OSEB) was established in 1961 under the Electricity (Supply) 
Act of 1948. On its formation, the transmission assets of the Government of Onssa were transferred 
to the Board which also took over the distribution systems and small generating plants of the vanous 
privately owned Electncity Companies in the state. The Electricity Department of the State Govt 
continued to execute major generation projects with associated extra high tension (EHT) 
transmission lines and substations, which on completion were being transferred to the Board as asset 
loans A State owned Orissa Power Generation Corporation Ltd, (OPGC) was created on 14* 
November 1994 to take up the construction and operation of a thermal generating station using Ib 
valley coal. OSEB played a major role in the growth of the State's power sector. However, by the 
early 1990s it became clear that several things were seriously wrong with the Board. Inadequate 
investment in the sector, poor management, dismal performance of OSEB's own thermal station, 
mounting technical and commercial losses, skewed tariff, poor customer care, increasing gap 
between demand and availability of energy were all symptoms of the deepening malaise m the 
Electricity Board. 

2.2 A matter for senous concern was the growing transmission and distribution (T&D)losses which 
had a cnpplmg impact on the finances of the Board. Statistics put out by the Board and even the 
Central Electricity Authority / Planning Commission reported Onssa's T&D losses in the region of 
23% over a number of years But these figures did not take into account the losses taking place owing 
to non-billmg, non-collection and theft of electncity- The under statement of T&D losses was not 
unique to Orissa. The audited accounts of OSEB, however had been pointing out a different set of 
figures depicted m the following table* 


Year 

Generation /purchase 

MV) 

Sales (MU) as per 
revenue return 

Loss % 

1990-91 

6444.018 

3525.103 

45.30 

1991-92 

7331.146 

4047.539 

44.80 

1992-93 

7100.414 

3904.078 

45.01 

1993-94 

7826.412 

4573.428 

41.57 

1994-95 

8423.227 

4336.332 

46.59 

1995-96 

9762.238 

5178 894 

46.94 


The Planning Commission in its Power and Energy Division Annual Report of Apnl 2000 on the 
Working of State Electricity Boards and Electncity Departments, reported that while the T&D losses 
for the country as a whole vaned between 19.8% m 1992-93 and 24.5% m 1996-97, m the case of 
Orissa, the losses were as under* 


Year 

T&D Loss %age 

1992-93 

23.5 

1993-94 

23.4 

1994-95 

23.8 

1995-96 

46.9 
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III. CONCEPTUALISING REFORMS 


4.5Govemment of India, in pursuance of the New Economic Policy *** took a number of measures 
to encourage pnvate sector participation in electricity generation, supply and distribution as a means 
ot supplementing Government's inadequate resources for development of the power sector The 
Central Government and the World Bank were also making senous efforts to improve the working of 
Slate Electncity Boards. The Bank formulated a new set of policies and announced in 1993 that it 
would provide funds to only those utilities, which satisfied the Bank's guiding principle in the 
following matters. 

(i) Structural reforms involving dismantling of vertically integrated monolith organisations like 
SEBs into separate entities dedicated to generation, transmission and distnbution and the 
corporatisation of such entities. 

(ii) Electricity pricing to be related to costs with subsidies to any particular group to be specifically 
targeted eind provided for by the Government in a clear and transparent manner. 

(iii) Creation of independent and autonomous bodies to regulate the electricity sector and to set 
tariffs so as to insulate the electricitv busiesss from political pressures and provides a measure 
of comfort to private investors. 

(iv) Induct private sector management skills and encourage private investment in the sector 

in the context of reduced availability of funds from governmental sources. 

These guiding pmciples, to a large extent shaped the course of electricity reforms in Orissa. 

4.6In November 1993 the State Government confirmed their commotment to power sector and 
sought the Bank's assistance in the implementation of the proposed reforms The World Bank 
suggested that a multi disciplinary team of foreign and Indian consultants would be necessary to 
assist the Government ***, comprehensive reform project like the one which was under 
contemplalion Payment to the consultants was to be met out of a Bank loan of US$10 million and a 
grant of GBP35.5 million from UK Government's Oversees Development Administration (now the 
Department for International Development or DFID). Following consultations with the Bank the 
State Government entered into an agreement in September 1994 with the following consortium of 
international consultants led by KPMG to assist the state Government in the reform project 


Sr.No. 

Name of the firm 

Area 

1. 

KPMG Peat Marwick, London 

Management consultants. 

2. 

National Economic Research Associates Inc 
(NERA), USA 

Economic Management 

3. 

McKenna and Co, London 

Legal Management 

■1 

Monenco Agra Inc Canada. 

Engineering Management 


Simultaneously with these developments, the State Government notified Steering 
Committee chaired by the Chief Secretary to give policy direction to the power sector 
reforms and to make their recommendations to the Government A Reform Project 
Directorate under a senior Chief Engineer supported by a small core support staff was 
created to take charge of the day to day activities concerned with the reform project. A 
Task Force chaired by the Energy Secretary oversaw the working of the Reform Project 
Directorate and provided guidance to the several Working Groups wliich were constituted 
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burden of costs The beneficiaries were the LT group of consumers who met only a 
significantly lower portion of the cost. Despite the pattern of cross-subsidy which was 
heavily weighted against industry the overall tariff did not cover the entire cost. For 
example, in 1992-93 OSEB tariff covered only 78% of the cost and in 1993-94 it worsened 
to 71% 

2.7 The Cadre of engineers with OSEB was all along held by the Government of Orissa; the only 
state where the Board did not have its own cadre of engineers Coupled with the continuing financial 
strain, there was virtually no effort towards innovation The use of Aerial Bunched Cables, LT-less 
distribution energy audit to identify areas of large T & D losses, streamlining, meter-reading, billing 
and collection procedures were neglected The expansion of the LT network permitting easy theft of 
electricity, compounded the problem There was no system of timely writing off of bad debt; 
"receivables" came to be as high as 190 days' average revenue. 

2.8 A number of steps had been taken by the govt.over the years to strengthen OSEBs revenue 
collection and theft reduction. Theft of Ime material had assumed alarming proportions and this led 
to the enactment of the Orissa Electricity Supply Line Material (Unlawful Possesion) Act 1988. 
Amendments were carried out in pre-existing law to provide for electricity dues being recovered 
under Onssa Public Demand Recovery Act A dedicated Magisterial court was established to 
expeditiously dispose of electncity theft cases amd a special police organisation was set up for this 
purpose, headed by a very senior Police Officer None of these steps however produced the desired 
results 

2.9 Under Section 59 of the Electncity (Supply) Act 1948, the Board was required to fix its tariff in 
such a way that after meeting all expenses properly chargeable to revenues and after taking into 
account subsidies from Government, it should have a surplus of atleast 3% of the value of the net 
fixed capital of the Board in service at the beginning of the year. Till 1970s, the State Government 
was able to make the requisite subventions to the Board but thmgs started changing for the worse. 
The progressively increasing burden of subsidy could not be met by the Government and the unpaid 
amounts due to OSEB went up to Rs.334 Crores by 1994. Clearly, the Government was unable to 
meet its statutory obligation; under the Electricity (Supply) Act. 

3.10 It was in this background that Government decided on a comprehinsive reform and 
restructuring of the power sector. 
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framework, the transfer scheme and the financial basis of the disaggregated sector while the ISP 
Consultants were required to assist with the formulation of organisation structure, personnel policy, 
work practices and Financial system of OSEB and the successor entities along with staffing norms 
and labour surplus. DFID selected all the Consultants Price Waterhouse Coopers were engaged as 
the ISP Consultant, McKenna (later on Cameron McKenna) provided legal inputs and (he merchant 
bankers BZW (later on CSFB) provided the merchant banking expertise while Merz and McLellan 
provided the engineering expertise for the Project Management Unit (PMU) which prepared the 
specifications for the capital works, tendered them out and monitored their progress 

3.8 During the third phase covenng the penod 1996 to 2001, a management contract awarded to 
BSES with effect from October 1996 m respect of the Central Zone compnsing the Electrical Circles 
or Bhubaneswar, Cuttack and Dhenkanal was terminated in Apnl 1997 It was also decided that 
instead of pnvatisation the distribution Zones in a sequential manner all 4 should be privatized at one 
shot through a process of international competitive bidding. Several factors contributed to this 
decision which was at variance with the earlier decision to go in for a sequential privatization The 
most important reason was the continuous hemorrhage of the distribution set up. Another reason was 
that a period of prolonged uncertainity should be avoided since it would lead to demoralization of the 
state and fall of productivity. The preparation of the documentation and the process inviting bids and 
selecting the successful bidders would be time taking as well as expensive and it would be best if the 
process was completed at one stroke instead of dragging it over a long penod. It was also hoped that 
offering all the 4 Zones for privatisation would simulate investor mterest, bring in better bids and 
wider participation 

3.9 Accordingly, 51% of Gridco's shareholding in all its 4 distribution subsidiaries, namely CESCO. 
NESCO, WESCO and SOUTHCO which had meanwhile been incorporated as successor entities of 
the 4 distribution Zones, were sold to private parties with effect from 1 April 1999 When one of the 
parties viz. the TEC-Viridian consortium backed out of their bid for CESCO negotiations were held 
with an AES led consortium and the deal with them was concluded with effect from 1 September 
1999. In May 1997 ODA / UFID agreed to Finance the third phase covering the penod 1996 to 2001 
under a grant of GBP 75 million Out of this, GBP 52.5 million was towards working capital, stores 
matenal, staff rationalisation and a Load Dispatch and Communication Project (LDCP) The 
remaining GBP 22.5 million was for technical assistance consultancy Assistance from DFID and 
World Bank were plarmed to complement one another. While World Bank assistance was in the form 
of loan chiefly for capital projects, DFID assistance was a grant with a sizeable portion of it towards 
R&M items and for staff rationalisation being treated as State Government's equity participation in 
GRIDCO so as to earn a rate of return. The expenditure incurred on consultation services on 
formulation and implementation of reforms reported so far is Rs. 306 crore (Annexure' ***) which 
was largely met out of DFID grant. 
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to study and make recommendations on different aspects of reforms These Working 
Groups consisted ol international consultants, local consultants ( many of them retired 
Chief Engineers of OSEB) and serving officers of OSEB/ State Government. 

4.5The first phase of the Reform Project work started in July 1992 when the State Government 
notified nine working groups to to study different aspects of the power sector reforms identify the 
basic strategies to be adopted and make suitable recommendations. Many of these Working Groups 
were required to deal in areas completely new to the State Government and OSEB and had to draw 
heavily upon the expertise of foreign consultants while other Working Groups drew largely upon the 
expertise of the officers of the State Government and OSEB with assistance from the consultants 
The blue print of the reforms was drawn up m this process Its important components were the 
following 

■ Unbundling of OSEB by structural separation and corporatisation of generation, transmission 
and distribution. 

■ Progressive privatization. 

■ Establishment of an independent authority for power sector regulation 

■ Cost-related electricity tariff regime. 

3.4 Implementation of the reforms started during the second phase (March 1995 to 
August 1996). During this phase, the original 9 Working Groups were reconfigured into 7 
groups which were then shifted from the Reform Project Directorate to OSEB so that the 
blue prints prepared in the First phase could be implemented smoothly The Orissa 
Electricity Reform Act was passed by the State Legislative Assembly in November 1995 
and on receiving the assent of the President of India in January 1996, was notified in 
January 1996. The Act came into force on 1st April 1996. The OSEB was split up into Grid 
Corporation of Orissa (GRRIDCO) to look after the transmission and distribution business 
and Orissa Hydro Power Corporate (OHPC) taking over hydel power generation The 
Orissa Electricity Regulatory Commission was set up to discharge the functions of the 
independent regulatory authority under the Reform Act. 

3.5 Following intense discussions involving the World Bank. State Government and Gridco the 
mode of privatising GRIDCO’s busmess the terms and conditions under which the World Bank 
would be willing to support GRIDCO. And the State Government's Power Policy Statement 
(Annexure 4) were finalized during this period. Both GRIDCO and the State Government were not in 
favour of privatisation at one go GRlDCO's distribution busmess had in the meanwhile been 
configured in to 4 distribution Zones and it was decided that one of the Zones could first be given 
under a management contract. The central Zone was given on management contract basis to BSES. 
As regards the other 3 Zones it was agreed that there may be advantage in privatising them in the 
Joint Sector Venture mode in a sequential manner so that errors made in the privatisation of the first 
Zone would not be repeated when the next Zone was pnvatised. 

3.6 The World-Bank assessed the financing requirements of the power sector,at US$ 997 million, 
the details of which and the proposed sourcing of the requisite funds arc at Annexure- 5. The Bank 
also laid down preconditions as at Annexure-6 for disbursement of loans. These conditions were 
accepted by Government of Orissa and an agreement to this effect was signed in April 1996. 

3.7 During this period, a grant of GBP 12 million from ODA / DFID financed two major 
consultancies, namely, the Reform Consultants and the Institutional Strengthening Project (ISP) 

onsu tants. The former were responsible for the preparation of the reform legislation, regulatory 
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Gnd Code 8th version in force now 

Consumer Right to Information & Standards of Performance 

Consumer Rights Statement 

Complaint Handling Procedure 

Code of Practice for Payment of Bills 

Grievance Redressal Mechanism 

4,7Tariff revision, which is required to be cost related at efficient levels of operation, is among the 
most difficult tasks which the Commission has accomplished by trying to balance conflicting 
interests of the utilities and different categories of consumers This has pleased none The utilities 
are aggrieved that the tanff falls far short of revenue requirements while the consumers, particularly 
those m the domestic category, bitterly resent the tariff hikes. In the post-reform penod (1996-01) 
there have been five tariff revisions over and above four revisions in the immediate pre-reform 
period (1992-95) made by OSEB The first tanff revision, after commencement of the reform was 
done by GRIDCO. Thereafter OERC has issued four tariff orders The average increases in tariff 
were: 


Year 

Increase in Average Tariff 

Index of Increase 

1991 


100 

1992 

29.42% 

129 

1993 

28.58% 

166 

1994 

15 73% 

193 

1995 

17.47% 

226 

1996 

17 00% 

264 

1997 

10.33% 

293 

1998 

09 30% 

320 

2000 

3.92% 

333 

2001 

10.23% 

367 


If 1991 were to be taken as the base year, the average tariff has registered an increase of 
267% at a cumulative annual growth rate of 15.54%. Details of category-wise revision of 
tariff from 1996 are at Annexure-8. 

4.6 In the tariff orders issued there has been, a significant effort to reduce cross-subsidies as a result 
of which tanff increases have been much steeper for domestic sector and lower for industrial sector 
Even so, the domestic sector continues to be heavily subsidized by the uidustrial sector. In the year 
2000-01, consumers of LT category (predominantly domestic consumers) received a total subsidy of 
Rs.508 crore firom HT/EHT categories of industnal consumers. This constituted 52% of the 
combined revenue earned from HT/EHT sectors and 28% of total revenue. The Table below depicts 
the declining trend of cross subsidy: 


♦♦♦♦♦♦♦♦********^^^jjjg missing PAGE NO. i6***************************** 
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V. POST-REFORM SCENARIO 


4.5Encouraged by the Government of India, assisted by the World Bank, and supported 
with grants from the Government of U K. (DFID), Orissa took the initiative and became the 
first State to reform its electricity industry.-The Orissa Electricity Reform Act, setting out the 
basic framework of the reform, enacted in 1995 came into force from 1 April, 1996. The 
principal objectives of the reform, as set out in the preamble to the Act and the policy 
papers of the Government of Orissa made available to the committee were the following, 

(a) Restructunng of the electricity industry for rationalization of generation, transmission; 
distnbution and supply of electncity. 

(b) Development of the industry in an efficient, economic and competitive manner. 

(c) To provide for avenues for participation in the industry of private entrepreneurs: attract 
private investment and reduce the need for Government funding of the electricity 
sector 

(d) To improve the quality of service to the consumer. 

(e) To enhance operational efficiency and reduce losses 

(f) To provide for a transparent mechanism for development and regulation of the industry, 
mcluding tanff fixation and dispute settlement, through an independent statutory body, the 
Onssa Elecincity Regulatory Commission 

(g) To contnbute to economic growth of the State by ensuring superior electricity supply, and 

(h) To create opportunities for increasingly rewarding employment for technical personnel and 
provide a stable environment for career development in the electricity sector, 

4 2 Conceptualisation of the reform and road map for its implementation had been drawn up after 
elaborate exercises in association with the World Bank and with the active involvement of a large 
number of consultants including several foreign consulting firms of high international repute. 

4.3 All the major steps in the restructuring process have since been taken as envisaged 
under the reform scheme: 

■ OSEB was restructured and corporatised into Grid Corporation of Onssa (GRIDCO) and Orissa 
Hydro Power Corporation (OHPC) in April 1996. 

■ The Orissa Electncity Regulatory Commission (OERC) was established in August 1996. 

■ Orissa Power Generation Corporation (OPGC) was privatized with divestment of 49% stake and 
transfer of management control to a private operator, AES in January 1999 . 

■ Four distribution companies (DISTCOs), incorporated as wholly owned subsidiaries of GRIDCO, 
were privatized with transfer of 51% stake to private operators: three of these, namely. NESCO 
WESCO and SOUTHCO were acquired by BSES in April 1999 and the fourth . viz CESCO by 
AES in September 1999. 

4.60ERC as an independent statutory authority to regulate the working of the power sector 
was a novel feature. The Commission neither had any predecessor body nor any model 
anywhere else in India to follow, as Orissa was the first state to embark on a 
comprehensive reform of the power sector. Within a short period of time the commission 
became operational and has made impressive progress in the establishment of regulatory 
mechanism through issue of licenses, codes, standards which the following are some of 
the more important ones: 

OERC Distribution (Conditions of Supply) Code 
OERC Distnbution (Planmng & Operation) Code 
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budget provision for the year and no contingent liabilities are incurred beyond the budgeted outlay. 
We also hold the view that ordinarily, the Government should not apply budgetary cuts as long as the 
amount proposed by the Commission is within the limit of the license fees received 

4.10 The Commission needs to be supported by competent professionals in relevant fields of 
specialization The organization should, however remain a slim and except for core functions, as 
much of work as possible should be out sourced. In a slim organisation, possibilities of career 
advancement are limited but potentials for development of vested interest are immense To take care 
of both these, we suggest that as far as possible, appointments in the Commission's office should be 
tenured. That would also enable the Commission attract fresh talent in a rapidly advancing world 
without getting bogged down with rigidly held cadres. Equally important is to have well-structured 
succession plans so that void and indispensability both are avoided In a multidisciplinary support 
structure required for the Commission, inter-divisional coordination and enforcement of discipline 
may tend to be difficult unless there is a clearly defined and identifiable pnncipal staff officer 
functioning directly under the Commission. Section 8(1) of the Reform Act, in our view, envisages 
the Secretary as the pnncipal staff officer of the Commission. We feel that this fimction needs to be 
discharged effectively. Suitable provision should be made in the statutory rules to the extent 
necessary and selection for the post as well as working arrangement for the Secretary should be made 
with the basic purpose in view 

4.11 While OERC has prescribed standards of performance, spelt out consumer nghts, 

laid down procedures for bill payment, complaint handling etc and instituted mechanisms for dispute 
settlement, there is a general feeling that the responsibilities cast on utilities remain only on paper for 
want of enforcement. We suggest that the Commission should institute regular systems of monitoring 
supplemented by test checks However, care would need to be taken to see that this docs not lead to 
proliferation of the Commission's bureaucracy or provision of a new channel for unscrupulous 
elements to mdulge in malpractice 

4.12 The Committee was told that public hearings of the Commission are so conducted that even 
elderly persons are required to keep standing while making their submission A specific instance was 
also given to us where a person was not permitted to take a sip of water in course of public hearing 
on the ground that proper etiquette needs to be observed as m law courts Looking al OERC's 
mandate, we are convinced that far firom 

being just a quasi judicial body, the Commission is intended to perform a much larger role covering, 
inter aha, planning, promotional and advisory functions. We expect the Commission to measure up 
to its mandate. 

5.33We are also painfully aware of a controversy generated in the media on the relationship between 
OERC and the Government on the important issue of tanif fixation. This, more than any thing else, 
brings out the need for more harmonious working We find it necessary to refer to OERC's mandate 
once again to emphasize its promotional developmental and advisory role while fully recognizing the 
need for its independent functiomng. The Government can not also abdicate its responsibility 
towards growth and development of the power sector so essential for the economy. Therefore instead 
of getting unnecessarily involved in avoidable controversy in matters of tariff fixation which 
undoubtedly comes within the Commission's domam, the Government and the Commission should 
have purposeful inter-action on a wide range of issues of monitoring problem solving, planning and 
development of the sector which is clearly showing alarmmg signs of severe stress. While the 
regulatory function of OERC has necessarily to be performed transparently and in complete 
independence, we feel that the Commission's developmental role can be best discharged in synergy 
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quality, continuity and reliability of service so as enable all reasonable demands for electncity to be 
met; 

(e) regulate the purchase, distribution, supply, and utilization of electricity, the quality of service, the 
tariff and charges payable keeping in view both the interest of the consumer as well as the 
consideration that the supply and distribution cannot be maintained unless the charges for the 
electricity supplied are reasonably levied and duly collected; 

(f) promote competitiveness and progressively mvolve the participation of the private sector, while 
ensunng a fair deal for the customers; 

(g) collect data and forecast on the demand for and use of electricity and to require the licenses to 
collect such data and make such forecasts; 

(h) require licensees to formulate perspective plans and schemes in co-ordination with others for the 
promotion of generation, transmission, distnbution and supply of electricity; and 

(i) act as arbitrator or nominate arbitrator to settle disputes ansing between the licensees 

The mandate is indeed wide. To enable the commission act effectively and independently, the 
statute also envisages its -financial autonomy apart from providing suitable immunity However, in 
actual practice, the Commission's working has not been firee from avoidable problems. 

4 8 Vacancies at the level of Commissioners have not been filled up for long periods even to the 
extent of allowing the Commission to become dysfunctional at critical times The position of 
Techmcal Member of the Commission, a mandatory requirement, remained vacant for close to a year 
before the present incumbent joined. Except at the initial constitutor the Commission has never had 
the full complement of Regulators, There have been delays in the appointment of Chairman; even 
now the commission does not have a chairman although the previous incumbent demitted office in 

commissioner for more than three years not to speak of a 
five year teniue envisaged in the Act. We feel that a fiilly functional Regulatory Commission with 
persons of ability integrity and standing is a must for successful working of the restructured power 
sector. We would like to emphasize that action for filling up anticipated vacancies must start 
sufficiently early so that recommendations of the Selection Committee are available to the 
Government at least two weeks before the vacancy occurs and Government should not fail in their 
duty to notify the appointment before the end of the retiring Commissioner's tenure. In the event a 
selection process or an appointment is stayed by a court of law, as apparently was the case some time 
ago, we would like to suggest that prompt action should be taken to have the stay vacated by moving 
a larger bench or a higher court. Further, we suggest that no one should even be considered by the 
Selection Committee for appointment as Commissioner unless there is a clear possibility of his, 
serving as Commissioner for a period of five years. To attract persons of ability, mtegrity and 
standing, wide publicity should be given while inviting nominations for selection of Commissioners. 

5.32We were distressed to note that budgetary allocations for the Commission have been far below 
e requirements except in the first year (1996-97). The allocation is utterly inadequate in the current 
year (2000-01). After the budget allocation is made, the Commission has to go through tedious 
processes in the Government for obtaming expenditure sanction, even for routine expenses on house 
e^ing An accounting procedure for the Commission has not yet been settled. The exercise, stance 
m December 1996, is still going on and papers on the subject are being tossed around among OERC, 
Accoimtant General (Orissa) and the state Government’s Energy and Finance departments. We urge 
that the accounting regulation be settled forthwith and budgeted outlays for the Commission to be 
p ace in a banking account at the disposal of the commission for incurring expenditure in 
accordance with the accounting regulation. The Commission should not be made to seek expenditure 
sanction from the Government as long as the affairs of the Commission are managed within the 


Kanungo Committee Report on Orissa, Converted to soft form by Prayas Energy Group, Pune 



OPGC was on the verge of curtailing bulk power supply to GRIDCO owing to default in payment 
while CESCO, a distnbution company managed by AES itself had heavily defaulted in its payment to 
GRIDCO towards power purchase; 

4.17 GRIDCO's story is one of getting buffeted on the one hand by generation companies and on 
the other by distribution companies, all of them facing serious problems of inadequate cash 
realization. Asset revaluation in the case of GRIDCO was from a book value of Rs. 1201 crore to 
Rs.2395 crore, an addition of Rs 1194 crore. Until distnbution business was transferred to four 
distribution companies m 1999, GRIDCO carried out both transmission and distribution functions 
Losses sustained by GRIDCO dunng this period are indicated below 

Rs in crore 


1996-97 

294.996 

1997-98 

319.116 

1998-99 

583.213 


5.32After transfer of distnbution business to the DISTCOs (three DISTCOs from 1 4 1999 to BSES 
and the fourth one from 1.9.1999 to AES) the provisional losses suffered by GRIDCO are as follows: 


YEAR 

Rs in crores 

1999-00 

111.44 

2000-01 

87 29 


4.19 The four DISTCOs are now in the third year of their operation. The provisional losses in the 
last two years are as follows : 


DISTCO 

1999-00 

2000-01 

CESCO 

165.77 

120.86 

NESCO 

73.75 

70.68 

WESCO 

57.19 

52.66 

SOUTHCO 

86.50 

80.45 

Total 

383.21 

324.65 


It is obvious that these utilities are in poor health. The situation is particularly bad in the case of 
CESCO Whose majority share holder, AES has Quit We were quite taken aback at the sudden 
abandonment of CESCO by AES as the management of CESCO who met the Committee on 11 July 
2001 gave no indication of the proposed action. CESCO is now being managed by a Chief Executive 
Officer appointed by OERC. The job is onerous and we strongly feel that the CEO should attend to 
CESCO whole time. A note on the circumstances of the exit of AES is at Annexure-9. 

4.20 We are sad to know that finalization of accounts of the utilities is much in arrear. GRIDCO's 
accounts have not been finalized after 1997-98 and accounts of all the four DISTCOs since their 
inception are provisional. GRIDCO's management has assured us that the accounts till 31 March 
2001 would be finalized after statutory audit latest by 31 January 2002. We expect that by that time 
the DISTCOs too would have their accounts certified by the respective statutory auditors. We would 
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with the State Government We suggest that there should be regular interaction between the two to 
t^derstand the views of each other on the functioning of the sector and to work together For purpose 
of exchange of information and discussion on routine matters of mutual interest the State 
Government should interact with the Commission's Secretary who, as we have stated earlier, should 
the principal staff officer of the Commission. There should also be a system of meetings with the 
Commissioners, at least once a year, taken at an appropriately high level, say the Chief Secretary, to 
discuss and settle matters involving important policy issues 

5 34Even prior to the formation of OERC, the first stage of unbundling of OSEB had been carried 
Its transmission and distribution segment was corporatised under GRJDCO and hydro power 
generation under OHPC. There was no Thermal power plant at the time of unbundling as its only 
thermal station at Talcher had already been transferred to NTPC in 1995. 

5.35With the formation of OHPC in 1996, hydro power stations came to the corporation with their 
assets revalued. The up valuation was to the extent of Rs.8l2 crore; from Rs.364 crore to Rs 1197 
crore. Even with this sharp up valuation of assets, OHPC has recorded substantial profits though the 
^sh position is not as good, because OHPC is not able to fully collect the sale proceeds of power 
om GRIDCO, the single buyer as GRIDCO is in no position to pay regularly The amount 
outstanding as on 30 Septmber 2001 is Rs 433 crore (including Rs. 50 crore for which GRIDCO has 
issued bonds in lieu of cash). The profits booked by OHPC are the following: - 


YEAR 

Rs in crore 

1996-97 

69.855 

1997-98 

77.778 

1998-99 

55 206 

1999-00 

50.381 

2000-01 

(-)2.94* 


durin ^th account of higher depreciation for Upper Indravati Project being booked 

comm without revenue for the full year being available as units of the project were 

issioned late in the year OHPC is expected to remain profitable in the years ahead 


privatized h ^ owned Government company engaged in thermal power generation, was 
to AES equity shares along with transfer of management control 

reali 7 nti'n GHPC, OPGC also has been a profit earning company facing problems of cash 
^ om GRIDCO Profits recorded by OPGC are indicated below- 


YEAR 

Rs. in crore 

1996-97 

104 59 

1997-98 

66.148 

1998-99 

112.80 

1999-00 

124.38 

2000-01 

109.86 


y critical situation arose some months ago, when AES having management control of 
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would capture the totality of loss, both technical as well as commercial, owing to non-bilhng, non- 
collection, theft etc. It may not be sophisticated nor fool proof but we feel that it would serve as a 
reasonable good indicative measure of loss in HT/LT sub transmission and. distnbution system The 
available data translate to the following loss levels: 


YEAR 

Techno commercial Loss 
in HT/LT sub-transmission and 
distribution system 

1996-97 

67% 

1997-98 

69% 

1998-99 

70% 

1999-00 

71% 

2000-01 

68% 


Such unacceptable levels of loss are the combined result of technical deficiencies to some extent but 
much more because of commercial weaknesses of the system leading to rampant theft of electricity 
not only by unabated hooking but in every conceivable form of malfeasance, often done in full 
knowledge of the employees of the utilities. The expectation that these evils would be eradicated 
through privatization which would bring in better management skills and greater accountability has 
not been realized. 

5.32 The reform scheme envisaged a two pronged attack on loss reduction 

(a) installation of working meters for all consumers to ensure proper energy accounting, billing and 
collection, and, 

(b) substantial capital outlay to strengthen the transmission and distribution system to eradicate the 
problem of techmcal inadequacies. 

Adequate ftmding was provided, but the results turned out to be disappointing, 

5.330n the metering front, the lack of success can be readily perceived from the wide spread 
prevalence of hooking and the equally extensive practice of load factor billing resented by honest 
consumers. This is so despite the following figures of meter mstallation as reported to us: 


Year 

New meters installed 

Meters repaired/replaced 

Total 

1998-99 

81705 

45908 

127613 

1999-00 

133230 

85264 

218494 

2000-01 

138272 

- 95949 

234221 

Total 

353207 

227121 

580328 


In so far as billing and collection are concerned, there has been hardly and improvement. On the 
oftier hand a substantial decline in collection efficiency is clearly noticeable from the following 
Table. 
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also like to take the opportunity to emphasize that in the absence of duly audited account, there is 
apprehension that large provisions may have been made for bad and doubtful debt without adequate 
justification. We need hardly say that the sooner such doubts are set at rest, the better it would be for 
all concerned 

4 21 Among the major benefits from the reform was reduction in T&D losses which had assumed 
unacceptable proportion under OSEB. The World Bank's Staff Appraisal Report (SAR) which spell 
out the reform scheme and set the targets and milestones, envisaged reduction in T&D loss from a 
level of 39 5% m 1996-97 to 35% in the following year ultimately coming down to 23% by 2002- 
03. Keeping in view this projection, the OERC had fixed 35% as the benchmark level of T&D loss in 
determining tariff requirement The utilities have however, reported the following T&D losses • 

T&D Loss % 



CESCO 

NESCO 

WESCO 

SOUTHCO 

GRJDCO's 
Estimate of total 
System loss 

1996-97 

52 9 

444 

42.1 

45.1 

49.5 

1997-98 

47 9 

42.1 

38.4 

35.2 

49.2 

1998-99 

48.6 

44.6 

44.6 

43.7 

48.6 

1999-00 

44 8 

43.4 

442 

41.9 

43.8 

2000-01 

449 

444 

43.9 

42.5 

43 4 


5 32In view of these widely varying estimates and the fact that T&D Losses are a source of major 
leakage and have an equally significant impact on tariff that impinges on consumers on the one hand 
and the health of the utilities on the other, we had the matter examined in depth. The details are set 
out in the note at Annexure-10 In the prevailing situation of utterly inadequate metering at consumer 
end and practically no metering of LT/HT feeders, we feel that there can be no reliable data on 
energy accounting. The problem is further compounded by indifferent billing and low collection not 
to speak of theft of electncity It is therefore no wonder that the projection in the SAR and the 
allowance made by OERC for T&D loss have little relevance to reality 

4 23 We have tried to develop an Alternative measure to capture by far the major part of the loss if 
not entirely. We found that in EHT supply the technical loss in transmission is clearly quantifiable, 
also revenue collection in this segment is close 100%. The major part of the loss is in HT/LT 
segment In the absence of metering of feeders it is not possible to segregate HT loss from LT loss. 
Although the loss is generally believed to be high in LT supply, we can not rule out significant loss in 
HT supply also. Therefore, we would prefer to treat the two together m developing the alternative 
measure of loss. The new measure is intended to be estimated in the following m ann er. 

1- [(Billing in units / input in units) X (Collection in Rs. / Billing in Rs.)] 

4 24 This measure is based on two sets of data, i e power input into HT/LT distribution system and 
actual revenue collected out of this system both of which are easily ascertainable. There can be no 
ambiguity about the data and, therefore, it would be reliable. To distinguish the new measure from 
the conventional T&D loss we would call it T&C loss, representing Techno-Commercial loss. It 
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SOUTHCO 

28 3 

6.2 

35 5 

ADr'99-Mar'Ol 

Total 

83.3 

58.5 

144 8 



The State Finance Secretary told us that a separate budget head had since been created for provision 
of funds earmarked for the purpose of payment of energy charges by Government offices and not 
only would the arrears be cleared but current payments also made regularly hereafter. As far as PSUs 
etc. are concerned, the DISTCOs should deal with them direct as with any other consumer We 
would like to add that if Government offices continue to default, they too should lace disconnection. 

4.30 The DISTCOs also expressed their gnevance before us that they did not get requisite support 
from the custodians of law and order when anti social elements tried to frustrate efforts towards 
removal of hooking and disconnection of supply in cases of persistent default in payment. They 
however appreciated that recognizing the problem the state government had meanwhile issued a 
circular asking District Magistrates and Superintendents of Police to take a firm action We were also 
informed that Govr. Had constituted district level committees, chaired by the respective collectors 
and convened by Managing Director of the concerned DISTCO, to review penodically the situation 
and facilitate inter agency cooperation in the vital area of electricity -The relevant circulars are at 
Annexure-11 

4.31 We feel that these district level Committees have not achieved much result Nevertheless, in 
our view it is necessary that a system is put in place by the distribution companies to have structured 
inter action with consumers, their groups and people's representatives for ventilation of grievances of 
general nature and to find mutually acceptable solutions We suggest that the district level 
committees be substituted by a two-tier consultative forum for each DISTCO area; one at the 
Division level and the other at the level of the Managmg Director. The Divisional consultative forum 
would ordinarily deal with local issues while Company level forum should consider issues of wider 
significance and matters of common concern for the DISTCO area Meetings should ordinarily be 
bimonthly at the Division level and quarterly at the DISTCO level. The meetings must be taken by 
the Chief Executive Officers themselves; MD at the DISTCO level and Divisional Officer at the 
lower level. The total number of members ordinarily may not exceed 20 at the Divisional level and 
30 at the DISTCO level. Membership should be for two years and the effort should be to associate as 
many persons as possible on a rotational basis. MPs, MLAs and Chairpersons of Zilla Parishad and 
Mimcipalities may have the option to nominate their representative to participate if they themselves 
are unable to attend meetings. A person so nominated or appointed to the Consultative forum, in the 
event of becoming a defaulter in the payment of energy charges, should forfeit the right to participate 
at the forum until the dues are cleared. 

4.32 As far as capital works for strengthening of transmission and distribution system are concerned, 
the progress is very disappointing. The SAR had envisaged a total investment in Orissa's power 
sector to the extent of Rs.4,135 crores, of which not even half was translated into commitment. The 
committed amount included Rs. 1,442 crore (US Dollar 350 million) from the World Bank for capital 
outlay to strengthen the transmission and distribution system of Ais, the expenditure incurred till 
March, 2001 by GRIDCO and DISTCOs is a total of Rs.588 crore. It is a matter for senous concern 
that there has been enormous time over-run (with inevitable cost over-run though not quantified) in 
practically all schemes. What is more disturbing is that not a single work has been completed, and no 
benefit realized from this large investment out of borrowed funds, carrying heavy debt servicing 
liabilities. This is so in spite of the fact that a full fledged Project Management Unit (PMU) has been 
functioning all these years under the supervision of international consultants.. The details of the 
works are at Annexure-12 It is a pity that utilization of World Bank loans is so dismal. Orissa is also 
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Year 

Billing (KWH) To input (KWH) 
% 

Collection (Rs ) To Billing (Rs.) 

% 

1996-97 

53 % 

84% 

1997-98 

57 % 

80% 

1998-99 

54 % 

80% 

1999-00 

55 % 

75% 

2000-01 

54 % 

77% 


This needs to be viewed in the light of the SAR assumption of 100% collection from 1996-97 

5.32It has repeatedly been stated before us by consumer organisations and individuals that even now 
bills received are often erroneous and what is worse is that complaints in this regard hardly get 
prompt response We were told that in certain areas where DISTCOs have contracted out the 
ftmctions of meter reading and billing, the confusion is worse. Another general complaint is that 
contrary to expectations, there is no perceptible improvement in customer care under privatized 
DISTCOs. 

5 33In the post-reform period there has been a significant mcrease in the number of consumers as 
indicated below 


Year 

Number of Consumers in Lakh 

1996-97 

12.13 

1997-98 

13.20 

1998-99 

13.93 

1999-00 

16.01 

2000-01 

16.95 


However, judging from the still very high level of T&C loss it appears that for want of regular follow 
up in billing and collection, the increased number of consumers has not contributed substantially to 
the revenues of the DISTCOS, particularly having regard to the significant increase in tariff for 
domestic and commercial consumers. 


4.29 A point which DISTCOs repeatedly emphasized before us in the context of revenue realization 
relates to heavy arrear dues from Government offices, public sector undertakings (PSUs), 
Municipalities and other autonomous Bodies. The figures given were the following: 

Arrear energy charges 



Government Offices 

PSUs etc. 

Total 

Arrear Penod 

CESCO 

11.2 

25.1 

36.3 

Sept'99-Mar'Ol 

WESCO 

25.7 

15.1 

40.08 

Apr'99-Mar'Ol 

NESCO 

21.1 

12.1 

33.2 

Apr'99-Mar'Ol 
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policy referred to in the paragraph 3,5 that sequential privatisation should be preferred so that errors 
in the pnvatisation of one zone could be avoided when the next zone was privatised. 

4.37 Viability exercise under the reform scheme had been worked out on the basis of certain 
assumptions of which projection the demand for power was a major one. Unfortunately, the demand 
growth that came to he realized was very different as may be seen from the following Table. 

Power mput into t he system (In Mu) ___ 



SAR Projection 

Actuals 

% Actual to Projected 

1996-97 

9785 

9306 

95.09% 

1997-98 

10902 

9771 

89.63% 

1998-99 

12726 

10128 

79.58% 

1999-2000 

13902 

10229 

73.58% 

2000-01 

14809 

11231 

75 84% 


The SAR assumptions thus turned out to be highly ambitious compared with actuals We understand 
that it IS so, not only in terms of totals but also in the share between EHT and HT/LT demand. The 
latter is even more important for viability purpose because much of the T&C loss occurs in the 
HT/LT segment. 

4.38 Grossly under-realised demand and sharp upvaluation of assets together imposed much too 
heavy a burden on tariff which has its obvious limits Since no substantial gams could be achieved by 
way of reduction of T&C loss, GRIDCO and DISTCOs have been rendered utterly unviable There is 
a threat to the financial health of both OHPC and OPGC owing to GRIDCO’s inability to pay for the 
power purchased. Other suppliers of power to GRIDCO also face serious problems of default. 

4.39 Repeated tariff hikes year after year and even higher increase in the cost of power without any 
perceptible reduction of T&D loss, improvement of collection efficiency or customer care have come 
to characterize the reforms. Some of the major factors responsible for sharp increase in cost were: 

(a) Revaluation of assets under the transfer scheme raised the depreciation requirement of OHPC 
Substantially from Rs, 14 52 crores in 1995-96 to Rs. 47,75 crores in 1996-97 Higher amounts had 
also to be provided towards return on equity As a result, hydro power which constitutes close to 40% 
of the total power requirement of the State, registered a cost increase from 20 paise per unit in 1995- 
96, to 38 paise per unit in 1996-97 and further to 49 paise per unit in 1997-98. 

(b) In the case of GRIDCO. revaluation of assets required much higher depreciation provision, 
going, up from Rs.54.88 crore in 1995-96 to Rs. 132.96 crore in 1996-97 and progressively thereafter 
Asset revaluation also resulted in larger return on Capital Base which again raised the cost of 
transmission and distribution. 

(c) Though not a consequence of reform, there was substantial increase in the cost of thermal 
power also as indicated below: 


Pa 

ise oer Unit 

Year 

OPGC 

Central Sector 
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unable to take full advantage of the substantial funds now being made available to states by the 
Government of India under the Accelerated Power Development Programme (APDP), with a 25% 
grant element, meant for practically the same kind of activities for which the Bank gave loans to 
Orissa, 

4 33 The Committee was informed that the World Bank, after suspending its loan of USS 350 
millions had recently approved the award of certain contracts for the unutilised portion of the loan. 
Once the suspension is lifted, we feel that the Bank should be approached to allow utilization of 
unallocated amounts towards counterpart funding by the utilities so that Orissa may be enabled to 
avail of Central assistance under APDP. 

4.34 We are farther informed that neither the central Government nor central funding agencies like 
PFC and REC are willing to extend financial support to GRIDCO or DISTCOs without State 
Government guarantee This does not appear to us reasonable The Central Government encouraged 
unbundling and privatization of transmission and distribution business while other States went slow 
in the matter, Onssa enthusiastically took she pioneenng not only restructed the power sector and 
corporatised different activities but also privatized the distribution business which no other State in 
the country has done so far. Now, if the Central Government and its agencies do not recognize the 
pnvatized DISTCOSin Onssa, and insist on funding support being routed through or guaranteed by 
the State Government, we wonder how electricity reform can make satisfactory progress in Orissa or 
for that matter, any where else in the country 

We suggest that the Government of India pay attention to this aspect. 

I 

4.35 It was repeatedly stated before us that the State Government had, on many occasions, delayed 
the release of World Bank funds to GRIDCO/DISTCOs thereby adversely affecting the progress of 
the capital works. We have gone mto the matter. In deed there were some occasions of delay which 
should not have occurred, but from the details we have collected from the utilities, the conclusion is 
obvious that inadequate progress is not so much the result of delayed release of funds as lack of 
counterpart funds with the utilities themselves and even more for want of proper management The 
reasons given by GRIDCO for inadequate progress are mostly want of forest clearance, non ■ 
availability of land and right of way yet contracts were awarded and heavy expenditure was incurred 
leaving the works incomplete. We have the clear impression that implementation of the projects was 
not properly managed or monitored. With the privatization of DISTCOs, they were excluded from 
the purview of the Project Management Unit (PMU) in GRIDCO without adequate arrangements at 
DISTCO level. This naturally had its adverse impact. But what is even worse is that execution of the 
works of GRIDCO itself despite its PMU, left much to be desired. We are amazed that DISTCOs 
who are facing serious cash crunch for which they are unable to disburse salary to their staff without 
persistent default in pajroent to GRIDCO for power purchase and Gridco which in turn fails to honor 
its commitments to generating companies and is now caught in a severe debt trap, have all merrily 
gone on spending massive amounts from borrowed funds without the least concern for realization of 
benefits. We suggest that all further contracting of new capital works be stopped and serious efforts 
made to complete the on-going works at the earliest. No new capital works should be taken up unless 
majority of the works taken in hand are completed and commissioned. Further, no contract should be 
awarded for work involving land acquisition, right of way, forest clearance etc. without first 
obtaining those clearances. 

4.36 Privatisation of all the four DISTCOs at the same time instead of a sequential divestment and 
that too well in advance of the original schedule baffled us. The reasons given in paragraph 3.8 may 
have been well intentioned but looking back, we feel that they do not out weigh the wisdom of the 
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4.44 The reform scheme had sought to address the problem of T&D loss through the twin 
instrumentalities of (a) capital investment to strengthen the transmission and distribution system so 
as to reduce technical loss, and (b) privatization of distribution to bring in better management skills 
and practices for enforcement of accountability to reduce commercial loss We have dealt with the 
issue concerning capital projects earlier m this report As far as commercial losses are concerned, 
which are massive by any standard, we feel that the results achieved in the past five years is 
insignificant T&D loss which was 46 95% in 1995-96 as pointed out by Audit is now 46 63% as 
reported by the utilities themselves What is even more disappointing is that the DISTCOs in their 
projections, have proposed loss reduction in the range of just about I 5% to 2 5% per year This is 
too little. Much more sincere, practical and determined steps need to be taken in this direction. We 
feel that the rate of loss reduction that should be attempted and achieved in the next five years must 
not be less than an average of 5% per year. GRIDCO should also reduce transmission loss from the 
existing 4 6% to 3 7% m the next four years. Considering that we are now taking the base year 
(2000-01) T&D loss at a much higher level of 46 63% as reported by the utilities, compared with 
39.5% mdicated in the SAR for the base year 1996-97 and the fact that several years have already 
passed giving adequate expenence to all concerned in identifying the problems and pnoritizing them 
for giving focussed attention to achieve optimal results, we feel that the indicative target of 5% 
suggested by us is achievable As we have stated earlier in this report, by far the bulk of the loss 
occurs in HT/LT sector and the loss level in that segment has been assessed at a staggering level of 
68%. Further, investments of over Rs.600 crore have already been made towards strengthening of the 
transmission and distribution system to minimise technical deficiencies and loss in the system 
Expeditious completion and commissioning of the capital works, practically all of which are lying 
incomplete, should greatly contribute towards system reliability and loss reduction We see no reason 
why this should not be done and benefits realised quickly. The scope for T&D loss reduction, m our 
view, is enormous having regard also to the prevailing wide spread theft of power We are confident 
that given the will and the effort it should be possible for the utilities to achieve rates of T&D loss 
reduction much higher than 5% in the first couple of years; that would bring the average annual rate 
of loss reduction proposed by us well within reach. Attainment of the goal would however call for 
determined, comprehensive and relentless efforts The following are some suggestions in this regard 

(a) While expeditious commissioning of capital works would greatly help in assuring system 
reliability and loss reduction, steps need to be taken immediately to arrest and reverse the growing 
,trend of theft of electncity from the bare low tension distribution lines through illegal connections 
(hooking). The number of such connections is a significant proportion of the total number of low- 
tension connections A concerted drive should be undertaken to locate such connections and effective 
steps taken to convert them into regular connections The consumer should be asked to produce the 
requisite wiring certificate from a licensed electncal contractor and the regular connection should be 
given promptly As the consumer has been drawing electricity from the lines, such regularization will 
not impose any additional load on the system If the utility is unable to provide a meter immediately, 
the consumer may provide his own meter or the supply may temporanly remain unmetered under 
load factor billing. It must however be ensured that once a connection is regularized it is duly taken 
into ledger meter readings are taken and bills bills submitted and collected regularly We understand 
that such follow up has not been ensured in the past 

(b) metering must he provided for each consumer on pnority, World Bank loans are available for the 
purpose. Procurement and installation must be expedited so as to provide 100% consumer metenng 
within a year. Repair and replacement of meters must receive the highest pnority so that consumers 
are satisfied that they are being billed for their consumption according to tariff approved by OERC. 
Distcos should fix for themselves monthly targets towards attainment of this goal so that 
performance may be monitored and timely steps can be taken for problem solvmg in the event of any 
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1995-96 

153 

116 

1996-97 

177 

131 

1997-98 

183 

152 

1998-99 

168 

192 


(a) Employees cost increased from Rs. 172 crore in 1995-96 to Rs 238 crore in 1996-97 further to 
Rs. 267 crore in 1997-98 and higher amounts in subsequent years, largely on account of pay revision 
and increase in leave encashment entitlement, contribution to pension funds etc (Annexure-13 0) 

5.32 The committee observed that unlike other items of expenditure which have grown by leaps and 
bounds, the expenditure on repair and maintenance has fallen far short of levels approved by OERC. 
This IS indicative of neglect of the vital area of maintenance so essential for achieving the objective 
of ensuring quality power supply. 

4.41 Growing revenue deficits of GRIDCO year after year had to be financed by incurring debt 
leading to sharp mcrease in interest burden which in turn led to further cost increase and revenue 
deficit A statement on GRIDCO's indebtedness is at Annexure-14 


4 42 The problem was further accentuated by abrupt withdrawal of subsidy of the order of Rs 250 
crore per year by the State Government on the basis of the SAR projection that GRIDCO on its own 
would start earning profit from the year 1997-98. 


4.43 Meanwhile, public discontent grew owing to continued hike in tanff while financial health of 
the utilities worsened because of spiraling increase in costs and practically no improvement m 
efficiency. A glimpse of the accentuated financial imbalance of Orissa's transmission and' 
distribution sector after the reform can be had from the statement at Annexure-lS which gives the 
combined Profit and Loss picture of GRIDCO and the four DISTCOs in the past five years. The 
annual loss has gone up from Rs-295 crore in 1996-97 to Rs. 411 94 crore in 2000-01. Since the 
situahon should not be allowed to worsen until things came to a grinding halt we had asked the 
utilities to give us their assessment of the support required to facilitate their turn around All of them 
GRIDCO and the four DISTCOs. have given their projections. We have had these and the 


awwviuHaiiyiug dsi.umpiions amalgamated. The resultant statements are at Annexure-16 The 
conclusion that emerges from this exercise is that the utilities may break even if the average retail 
toiff were to go up from the current rate of Rs.2.81 per unit to Rs 4.32 per unit. Obviously this order 
of tariff increase is neither feasible nor desirable On the other hand, it would be counter productive as 
pnsh more and more consumers out of the market which just can not accept such massive 
tariff hikes year after year. We also feel that m the prevailing situation of massive T&D loss, there 
Tnr'ir?' ^ J^tification for further tariff increase. Besides, even after the proposed tariff hikes 
, ^ service its debt. We therefore tried to look for solutions to 

e pro em 3. different angle. We felt that if cost of power could be reduced and the 
imacccptably high levels of T&D loss brought down, it should be possible to reduce the financial 
OSS su stantia y without casting further burden at this stage on the consumer, particularly the honest 
ones w 0 are a ready over burdened as they are being made to pay also for the unscrupulous ones, 
who evade payment for the electncity they misuse with impunity. 
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Rs. in crore 

2001- 02 - 265 

2002- 03 - 264 

2003- 04 - 255 

2004- 05 - 245 

2005- 06 - 233 


Details in annexure 17. 

5.33We are deeply conscious of the fact that Government of Orissa themselves are passing through 
severe financial stress and have very little capacity to make significant sacrifice even for a short 
period Nevertheless, we feel that as the primary stakeholder, the State Government should agree to 
make the sacrifice we have proposed so that the power sector of the state may be rescued Beyond 
that it would be futile to suggest that the State Government should come forward with further 
sacrifice or grants to cover the loss of the utilities m the intenm period. 

5.34A further exercise has been carried out to estimate the annual shortfalls on cash flow basis 
without tariff hike but with the assumption that collection efficiency of the DISTCOs should 
progressively improve from the present level of 76% to reach 95% by the year 2005-06, which we 
feel is achievable, instead of ending up with a collection efficiency of 84% as proposed by the 
DISTCOs. The result of this exercise are set out in Annexure-18 With an estimated 18% tariff hike 
early in 2005, the entire cash deficit would disappear and the year 2005-06 would witness both an 
operational profit as well as a nominal cash surplus 

5.35To bring the reform back on rails, we see no alternative except suggesting that the World Bank 
and the DFID who helped initially and hopefully have retained their interest in the reform process, 
should come forward with a suitable package to fill the gap in the intervening years without which 
there seems to be very little prospect of the reform coming to fruition . The gap as per our estimates 
are as under 


Rs.crore 


2001-02 

905 

2002-03 

883 

2003-04 

753 

2004-05 

699 


5.32We suggest that the Government of India not only persuade the Bank and the DFID to come 
forward with assistance but also extend a helping hand themselves in sharing the responsibility of 
interim finEincing of the losses, an indicative estimate of which we have tried to project. This could 
take the form of NTPC and other Central generators extending to GRIDCO accommodation, of say 
50%, m the payment of power purchase bills during 2002-03. Payments may be increased in stages 
till GRIDCO is able to make full payment from 2005-06. PFC and REC may also be persuaded to 
agree for premature repayment of costlier loans by the utilities to enable them like advantage of 
falling mterest rates. Once a decision is taken on the issue of intenm financing and its apportionment, 
the DISTCOs and GRIDCO would need to be pinned down to specific performance parameters and 
the proposed targets disaggregated DISTCO wise. 

5.33In the prevailing situation of GRIDCO and DISTCOs , we are convinced that no durable 
rehabilitation is possible without interim financing of unavoidable losses for which we have made 
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slow down A group of meter inspectors selected from the existing cadre of employees should be set 
up with suitable incentive & penalties to detect malpractice in meter installation & reading Frec^ent 
surprise inspection by senior staff should be prescribed and monitored 

(c) It will be in-correct to assume that no commercial loss occure in the high tension system. The 
number of HT consumers is much smaller permitting closer monitoring. However it is essential to 
establish and maintain a system of energy audit to eliminate any such loss. It is understood that fiill 
metering has been provided on the high tension system at the interface between transmission and 
distribution licensees We feel that metering be provided at the low voltage terminals of step-down 
transformers so that supplies into the HT and LT systems can be quantified This arrangement would 
permit monitoring the LT losses also and would help greatly in the enforcement of accountability 
within the utilities and prevention of collusive leakage The metering at low voltage terminals should 
not be avoided or deferred at any cost 

(d) We are told that officials of the utilities feel diffident to tackle the problem of large scale hooking 
and other forms of electricity theft because of apprehension that anti-social elements under whose 
protection such illegal activities flourish would indulge in violence We went into this matter in 
depth. Some incidents of violence did occur. The Government took a serious view of these incidents 
and issued stnet mstructions to District Magistrates and Superintendents of Police to ensure prompt 
intervention. In our view this should be a source of comfort to DISTCOs and their employees in 
carrying out their duties faithfully and fearlessly Beyond this, if the DISTCOs wish to have police 
escort for carrying out special drives on rotational area basis to remove hooking or prevent other 
forms of misuse and take effective follow up action, they should be prepared to pay for that service, 
and we feel that Government should make available to them the requisite support on payment of cost. 
Should the Distcos require such assistance we have no doubt that they would willingly bear the cost 
as It would fetch handsome dividend by way of substantial increase of revenue on a recumng basis. 

4.45 In so far as cost of power is concerned we found that by far the major cause of sharp increase 
was the steep revaluation of assets at the line of transfer to OHPC & GRIDCO called for 
substantially higher provision not only for depreciation but also return on capital. Neither of these 
could be met because of shortfall in revenue In the circumstances we felt that it would be 
worthwhile keeping the upvaluation in abeyance till the system was brought to balance In view of 
the expectation of continued profitability of OHPC referred to in paragraph 4 15, there would be a 
case for the Government even to set aside the asset revaluation of OHPC Since the State 
Government could be called upon to make some further sacnfice, we thought that debt servicing to 
the State should also be kept in abeyance except the amounts in respect of loans from World Bank 
which the State Govt would need to pay to the Central Government After applying the correctives 
on these counts and also taking account of reduction in T&D losses proposed by us earlier, we found 
that the revenue gap at the existing rate of retail tanff would still be substantial though declining If a 
tariff increase of about 18% could be made early m the year 2005, the picture improves considerably 
and the sector as a whole turns around in 2005-06. We feel that tariff can be raised at that stage and 
also there after as we expect that by then the utilities would have given adequate evidence of their 
concern for efficiency T&D loss reduction and improving customer service If these objectives are 
achieved we are confident the consumers would willingly pay higher tariff for better quality of 
service; not otherwise. 

4.46 In the mean time, unavoidable operational losses would need to be financed from sources other 
than debt to avoid further addition to the heavy debt over hang The relief that we have proposed 
would result in financial sacrifice by the State Government in the next five years as estimated below: 
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management skill nor even managerial personnel with dedication and knowledge of ground realities 
We feel that an adversarial relationship can do no good to an organization and there is an urgent need 
to develop mutual trust and goodwill. While firm action against known miscreants is necessary to 
enforce discipline and accountability, this can not be done without skillful handling of situations and 
willingness to mitigate genuine grievances and resolve issues that generate simmering discontent 
The quality of management required for this purpose needs to be delivered by the private sector 

5.34In this connection we would like to refer to a specific matter mentioned in respect of pensioners 
benefits. Employees apparently have found that the pension scheme preferred by them and also 
adopted by the companies has turned out to he disadvantageous to many of them, particularly those 
who came over from the Government at a higher age group We feel that in a matter like this, neither 
the Government nor the present employers should take any rigid stand. We would also like to refer to 
a point made before us that liabilities of Government GRIDCO towards Pension Trusts m respect of 
the service rendered by the employees prior to restructuring and pnvatization need to be reassessed 
as there is a genuine apprehension that the earlier assessment may have led to under funding This 
being a manner entirely of actuarial calculation which may vitally affect the viability of the Pension 
Trusts, we feel that there should be no reluctance to have a fresh look at the calculations 

5.35Many public sector units in the Sate have closed down or are on the bnnk of closure The 
management, the employees and their associates m the power sector have to ensure that this sector 
becomes viable. There is an urgent need to bring m efficiency, higher productivity and plug leakages 
No external correctives would work unless there is a collective endeavour by the employees and 
managements to bring about such improvements within the organization. 

5.360ne of the objectives of the reform was creation of opportunities for increasingly rewarding 
employment for technical personnel and provide stable environment for career development in the 
electncity sector. It was also expected that the reform would contribute to economic growth of the 
State Unfortunately the post reform period particularly the recent years, have coincided with a down 
trend in the Indian economy and slow down of industrial activity; Orissa is no exception. The power 
sector, far from generating growth, has been a major victim itself Industrial demand for power, 
particularly in the remunerative EHT segment, has fallen. As far as agriculture is concerned, 
electncity had a negligible role pnor to reform, it has been further marginalised in the post reform 
period as rural electnfication has practically come to a stand still. The impact of reform on 
employment opportumties and career development needs to be viewed in this light, 

5,37Later in the report we have given our suggestions on how to accelerate rural electrification and 
link It to productive use of electricity for agricultural pumping and agro-processing to promote rural 
development rather than limiting it only to the objective of domestic lightmg. In so far as industrial 
growth is concerned we find that Orissa not only has a rich endowment of natural resources, but also 
the additional advantage now of surplus power. This extra ordinary combination can make the State 
an attractive destination for industries through vigorous marketing of power by offering more 
competitive rates. The pnvatised distribution utilities, we believe, should understand this By selling 
surplus power to industries even at rates below the tariff fixed by OERC, not only would the Stale 
benefit from industrialization but the DISTCO themselves would also stand to gain as long as they 
recover cost at the margin. We understand that initiatives were taken in this direction to supply 
power to some power intensive industries within the State for which approval of special rates was 
obtained from OERC on a case to case basis. We suggest that such case by case approach be given 
up. To malce thin gs simple and transparent, the tariff fixed by the Regulatory Commission should be 
treated as ceiling in the respective category and the utilities should have the freedom to supply power 
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our recommendations However, we must also emphasize that no amount of support from outside 
would succeed unless the utilities conduct themselves with a greater sense of responsibility 
Privatisation was seen as a means to improve the performance of the utilities Pnvate sector partners 
need to bear in mind their crucial role which can not be performed satisfactonly unless they face the 
task as a challenge and take the industry forward m true spint of partnership and mutual benefit 

4.52 The private sector partners of the DISTCOs Neither brought superior management skill into 
the companies nor did they arrange financial support by way of even working capital for the 
companies All that they gave was the fund they had brought in for acquisition of shares at the time 
of privatization When we pointedly asked about infusion of working capital, we were told that 
infusion of capital into the DISTCOS needed to be viewed as joint responsibility of both the partners, 
not the private sector partner alone We find this attitude difficult to accept, particularly having regard 
to the clause 8 I in the Shareholders Agreement executed at the time of privatization* 

If WESCO (NESCO or SOUTHCO) requires further financing, it shall use and the Investor (BSFS 
Ltd) shall procure that it uses all reasonable endeavors to obtain such finance from third party lender 
on reasonable commercial terms without breaching covenants in WESCOs (NESCOs or 
SOUTHCOs) loan documentation at the time of such further financing provided always that nothing 
shall oblige a Shareholder to provide any guarantee or security m respect thereof 

The DISTCOs are in dire need of capital, workmg capital in particular. Instead of using the good 
offices of BSES Ltd. to secure working capital in accordance with the Shareholders Agreements for 
the three DISTCOs under their control, they have persistently defaulted in the payment for power 
they purchased from GRIDCO and thereby have over exploited GRIDCO's misplaced generosity in 
permitting them to use as working capital GRIDCO's dues towards sale of power In so far as 
CESCO IS concerned, the situation is worse The Shareholders Agreement in their case clearly 
stipulated, amongst other things that GRIDCO will provide CESCO workmg capital support to the 
extent of Rs 174 crore beyond which it would be the responsibility of AES, the majority shareholder 
to anange for working capital. An accommodation of Rs.l74 crore was given to CESCO in 
furtherance of this agreement at the time of privatization but AES never fulfilled their part of the 
obligation and were allowed to pile up unpaid power purchase bills to Rs 403 crore by the time they 
walked away in August 2001. We find such prolonged acts of self inflicted impoverishment by 
GRIDCO rather puzzlmg. Now that AES has abandoned CESCO, GRIDCO seems to be left with 
hardly any other option except exploring legal remedy. However, as far as BSES, DISTCOs are 
concerned, we feel that the attitude of deliberate default in the payment to GRIDCO towards 
purchase of power must end, BSES should make all reasonable endeavor to bring in the requisite 
working capital in terms of clause 8 1 quoted above. 

4.53 The system of Escrow put in place to secure regular payments to GRIDCO by DISTCOs 
towards power purchase has not worked. With the package of relief proposed by us along with 
enforcement of clause of 8.1 of the Shareholders Agreement, it should be possible to engme that the 
Escrow mechanism works. 

4.54 A point repeatedly made before us is in the matter employees On the one hand it has been 
^leged that in pursuit of personal gains most of the employees continue to sacrifice the interests of 
DISTCOs in collusion with unscrupulous elements, frustrating all efforts towards enforcement of 

iscipline and improvement of customer care. On the other hand it has been stated that managements 
0 DISTCOs have a single point programme of collection drive and have shown no interest in 
improving employee motivation or customer service. They have neither brought in better 
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Orissa, with 40% of the population from weaker sections like scheduled castes and tribes, living in 
remote areas, the ; leeway to be made is large. The Kutir Jyoti scheme needs special attention in view 
of its high national pnority. It, however, needs to be ensured that the benefits of subsidised supply 
are not misused and actually flow to the targeted beneficiaries. The goal is unlikely to be reached 
unless determined efforts are made and an effective arrangement is put in place for planning, 
execution and monitonng of rural electnfication projects The matter can not be left to the 
inclinations and resources of DISTCOs The vacuum caused by the abolition of the rural 
electrification wing of the OSEB needs to be filled and an alternative system created having regard to 
the changed situation if rural electrification were to make progress in Orissa We make the following 
recommendations towards this end. 

5.40A Rural Electnfication Planning Oranization (REPO) should be set up under the 
Government to provide focus and attention to this crucial programme, have specific projects prepared 
for posing to ^ding agencies and oversee utilization of the funds procured This organization 
should have under it four Rural Electnfication Plannmg 

Umts (REPU), one for each DISTCO with which it would work in close coordination It would be 
the responsibility of these Umts to draw up detailed schemes of rural electnfication in the respective 
DISTCO areas. Since all villages can not be taken up for electnfication at the same time, 
prioritization would need to be done in consultation with the Collector of the concerned distnct The 
schemes should be prepared not only to provide domestic lightmg but also to meet the requirements 
of agricultural pumping and agro-processing. Alignment of the power supply line should therefore 
correspond to ground water potential and river/canal lift possibilities. We consider this neccassary 
because, in our view, individual fanners desirous of installing pump sets should not be asked to bear 
the cost of transformers and supply lines drawn over long distances. While execution of the schemes 
should be the responsibility of the concerned DISTCO. the corresponding REPU would need to 
monitor the execution and report completion of the projects and the expenditure incurred thereon to 
the Collector of the Distnct and the State REPO On the basis of the Collector's certificate the Govt 
should promptly settle the subsidy payment admissible to a DISTCO. 

4.64 In course of interaction with us DISTCOs had proposed that considering the unremunerative 
nature of rural electnfication works, Government should provide not only capital subsidy but also 
revenue subsidy Our considered view is that while Government would need to provide capital 
subsidy, revenue requirements would. In normal course, be considered by the Regulatory 
Commission as a part of the tariff exercise. 


5.41 With restructuring and privatization there is a much greater need now of enforcement of safety 
standards in the electricity industry Government efforts in the area may have been less focused in the 
regime of State monopoly of the power sector but its crucial role can not be over emphasized. At the 
same time we must add that mindless expansion of the Electrical Inspectorate would not be the nght 
answer. The services of chartered engmeers, under a strict system of empanelment and penalty in the 
event of misconduct can, in our view, be utilized to great advantage for the purpose of supplementing 
h uman resources of a slim well stmctured Inspectorate. 

4.66 As stated by us earlier, services of local consultants as well as highly rated consulting firms of 
international repute were used extensively at heavy cost in the preparation of the blueprint of reform 
High cost consulting services were also retained to assist the utilities in developing internal systems 
of operation management, financial control, technical services, contract management, project 
implementation etc The cost incurred so far is Rs. 306 crore. However, judging by the fate of the 
reform and the present state of the utilities, we feel that not only were some of the major assumptions 
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at lower rates in exercise of their commercial Judgment as long as they are willing to bear the loss, 
which can only be notional, and do not file claim to make good the notional loss This may require 
amendment to OERC regulations, which we recommend 

4,59 Rural electrification seems to have been the worst casualty of the reform process. Even in the 
OSEB days this activity was considered unattractive; a dedicated wing under the exclusive charge of 
a Chief Engineer had been set up in the OSEB to keep pushing the implementation of this high 
priority national programme When OSEB was restructured and DISTCOS were privatized, the rural 
electrification wing got disbanded and the focus on rural electrification disappeared though the 
programme was not given up It was apparently left to the DISTCOs to carry on with whatever 
schemes were in the pipe line. Since the activity is commercially unattractive, DISTCOs are 
obviously not very enthusiastic about rural electrification despite assurance of 100% capital subsidy 
by the State. The interest of DISTCOs has further slackened because even the modest rural 
electrification work done by them has not been paid for in spite of the fact that an amount of Rs. 23 
crore of capital subsidy due was certified by OERC several months ago. We have not been able to get 
any information on fresh schemes prepared or posed for funding or disbursement made for rural 
electrification in recent years to agencies like REC. We have therefore come to the painful 
conclusion that no scheme has been posed for funding nor any scheme drawn up for the purpose 

4 60 M Ps and MLAs are willing to provide funds under the local area development 
scheme for rural electnfication works This has not taken off owing to disagreement on the issue of 
departmental charges payable to DISTCOs who would,execute such works It would be unrealistic to 
expect the private distribution companies to execute such work free of charge. We would recommend 
that the charges for such work be kept at the bare minimum and considered as an expense properly 
incurred for tariff purposes. 

5.38Another regrettable feature is the utter lack of concern for utilization of potential for agricultural 
pumping by productive use of electricity for rural development. In terms of agricultural demand for 
power among States, Orissa is practically at the bottom; ’^at is worse is that the share of agriculture 
m the total demand for power in the State has gone down from a meager 6% in 1992-93 to a dismal 
3% in 1999-00 compared with the national average of 30% and higher shares of 31% in Uttar 
Pradesh, 33% in Rajasthan 40% m Gujarat, 41% in Haryana, and 49% in Karnataka. To a repeated 
query from us as to which department of the state Government is charged with the responsibility of 
planning and promotion of ground water utilization and exploitation of river canal lift potentials for 
which power is a necessary input we were told that the Department of Water Resources is 
responsible for operation, of pumping stations under the control of the State owned Lift Irrigation 
Corporation. Another State agency, APICOL administers subsidy schemes for procurement of pump 
sets but there is no single department or organisation entrusted with the overall admimstrative 
responsibility to plan, promote and monitor growth and press for rural electnfication for development 
of irrigation pumping which, in our view, is vital for rural development We urge that Government 
pay urgent attention to this 

5,39We have been informed that out of a total of 46,907 inhabited villages in the State, it is reported 
that 35,190 have been electnfied, 74,526 pump sets energized, 6,240 Harijan Bustees have got 
electricity, and 1,03,650 Kutir Jyoti connections have been given Though not a very impressive 
performance considering the fact that the programme has been under implementation for several 
years, even the credibility of these figures is open to question. Many of the villages said to have been 
electrified do not actually get electricity; specific instances were brought to our notice. Under a high 
priority national programme all villages are required to be electrified by March 2007. In a State like 
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three to five years The non-executive Directors are now largely drawn from Departments of 
Government Induction of professionals with vaned backgrounds in management, finance, law, etc 
would ennch the quality of decision making in the Board Lack of continuity at the senior 
management level also has been a senous handicap. GRIDCO's regulations provide for a three year 
contractual appointment of the top most level of executives (above the level of Chief Engineer / Sr 
General Manager) based on ment Speedy implementation of this provision would provide GRIDCO 
a measure of continuity of direction 

(e) GRIDCO holds 49% shares in the DISTCOs and is providing working capital 

support in the form of outstanding dues receivable from such companies It is imperative that 
GRIDCO monitors the performance of these companies closely GRIDCO should every month 
review the major performance parameters of the companies and prevail on the managements to take 
adequate corrective action. DISTCOs can no longer be allowed to function in isolation 

(f) Two other areas which need strengthening are Matenals management and development of 
Management Information System which appears to us quite weak now 

4.68 The entire power sector needs top management of high caliber just as it requires an efficient 
work force motivated to further the interests of the industry The task before the managements is 
daunting Appointments to Boards of Directors of all the utilities need to be reviewed in order that 
professionals including administrators with competence, vision and commitment may enrich the 
utilities from the very top. The prevailing system of part-time appointment to key-positions m the 
sector, including the Chief Executive Officer of OHPC should end. The Chief Executives of the 
DISTCOs should be stationed where the corporate offices are located. 

4.69 The committee did not get evidence of any innovative practice introduced m the management of 
privatized DISTCOs including the cntical area of customer care However, we were glad to know 
that in some of the DISTCO areas an experiment was in progress to involve the village community in 
streamli nin g power supply in rural areas While the results are encouraging, we feel that this 
exercise, currently being conducted by consultants, can succeed in the long run and over large areas 
only when the new system is internalized and the programme is executed by DISTCO officials 
themselves 

4.70 The utilities have stated before us that in the prevailing practice of tariff determination on a 
year to year basis, they found it difficult to plan in medium term We are also aware that multi-year 
tariff regime, is being suggested by various experts We recognize that Regulatory Commissions 
need to lay down clear norms for tariff regulation on a multi-year basis so that utilities themselves 
can have an idea of the range in which tariff may move over a reasonable period We have been 
informed that by now OERC have also laid down such norms in several areas We agree that more 
needs to be done in this direction. But no purposeful result can be achieved in the matter of multi¬ 
year tariff unless there is a reasonable balance. In a sector with gaping holes for massive leakage even 
the fringe of which could not be controlled in more than five years after restructuring and two and a 
half years of privatized distribution, it appears to us some-what far fetched to talk of multi-year tariff, 
even as a partial solution to Oriassa’s power sector problems, without first putting serious efforts to 
nurse back to health the utilities which are already sick. 

4.71 Another idea often advocated by experts is multi-layer model of power trading In the single 
buyer model adopted Orissa and also other States, all generating, companies sell power to a single 
State owned buyer (GRIDCO) which is turn is the sole supplier to all distribution companies that 
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underlying the reform scheme over ambitious and unrealistic but the utilities for whose benefit the 
consultants were engaged also could not assimilate much of their advice. As a result, the utilities, 
instead of developmg inner strength with the assistance of consultants, tended to be excessively 
dependent on them. Specific instances of this leadmg to near atrophy of organizational strength came 
to our notice in the course of our interaction with senior officials. We suggest that this practice, 
which weakens organizations rather than strengthenmg them and demotivates the employees instead 
of improving their skill and confidence, should end as soon as possible 

4 67 We feel that close attention needs to be given to strengthen management structure and 
managerial competence of GRIDCO which not only is financially sick but organisationally very 
weak. The following recommendations are made in this connection; 

(a) The State Load Despatch Centre (SLDC) has the statutory responsibility for ensuring integrated 
grid operations with maximum economy and efficiency. Once the Availability Based Tariff (ART) 
regime is implemented, SLDC's operations will become much more complex as it will have to 
coordinate the generation and dispatch of energy for time slices of 15 minutes which constitute the 
units for billing. The Committee, however, was given to understand that SLDC is not staffed with 
adequate number of trained personnel but is dependent on consultancy support This needs 
immediate correction. Until GRIDCO's manpower is upgraded by suitable tr ainin g and motivation, 
which must be given high priority, contract appointments may be made as an interim measure This 
area of high technical specialization calls for contmuous training and skill development, 

(b) The Energy Billing Centre (EBC) at GRIDCO is the commercial hub of power trading function, 
translating SLDC^s directions into financial terms and raising bills agamst the four DISTCOs for 
energy received by them. It should also be receiving and clearing bills for power purchases. Like 
SLDC, EBC also needs high quality staff trained to perform a complex array of operations GRIDCO 
should ensure that the requisite staff is in place well before the consultancy support for EBC is 
withdrawn by 31 March 2002. 

(c) The Project Management Unit (PMU) in GRIDCO was envisaged to take up complete 
responsibility for project works comprising the preparation of specifications, drawing up contract 
documents, awarding contracts, supervismg their execution and making timely payment to the 
contractors Even after several years of operation, the PMU still has to depend upon consultants 
Besides, gridcos PMU has no information whatever on World Bank Projects being executed by the 
DISTCOs. although GRIDCO holds 49% stake in them Considering that the State Government is 
responsible to the Government of India for servicing the World Bank loans made available to 
GRIDCO as well as the DISTCOs. GRIDCO's PMU should take up the responsibility of monitoring 
die progress of the World Bank Projects undertaken by the DISTCOs also. This we consider rather 
important as the three DISTCOs'of BSES gave factually incorrect information to the Committee on 
progress of World Bank funded works. The Committee noted that GRIDCO's PMU is at present 
responsible only for Projects funded by the World Bank though it was onginally expected to take up 
responsi^bihty for all project work irrespective of the source of funding. We commend that the PMU 
should hmdle all projects irrespective of the source of funding and should be staffed by GRIDCO 
personnel with the requisite training and exposure. 

(d) Gridco’sMmapment Structure especially at senior levels needs immediate strengthening. Two 
posi ions 0 time Directors (Engineering and Commercial) have been lying, vacant for quite 

filled up through a process of selection from a field not limited to 
an ase on the criteria of merit and competence. They should have a fixed tenure of 
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independent trading organisation as a step to bring in a competitive regime, which would 
progressively move towards providing the consumer the opportunity to choose the source of his 
power supply 

4.75 Another matter which we must make a reference is the suggestion that the reform needs to be 
rolled back. The reform programme m orissa was first approved by the Council of Ministers in 1994 
Therefore, it has been endorsed and implemented by four successive Governments of different 
political parties, including the present Government who also are committed to the reform and have 
recently a Memorandum of Understanding with the Government of India to this effect subscribing to 
the national consensus in the matter Even the employees, after initial reservations, accepted the 
reform It is also a striking feature of the reform that of all the major parameters laid down in the 
SAR, tariff reform is one of the few that proved to be achievable and was in fact bettered As the 
statement at Annexure- 20 shows, retail tariff was close to SAR assumption in the first two years and 
Substantially higher since 1998-99 Thus, consumers too did not fail to provide support. They have 
made ample sacrifice in search of better quality of service. The threat to the reform stemmed from 
initial flaws, want of adequate reform management and, of course unremmited tariff hikes without 
any sigmficant reduction of leakages or perceptible improvement in the quality of service. The 
solution lies not in rolling back the reform and traumatizing a power sector already rendered sick and 
fragile but in setting nght the deficiencies 

5.42 The recommendations we have made would help in turning around the utilities, bring in stability 
and promote growth of the power sector only if these are implemented as a package and the 
implementation is coordinated and monitored closely. We feel that mid-course corrections in the 
reform process could have been successfully applied much earlier, and at lesser cost, had the reform 
been managed rather than taken for granted. Our recommendations towards putting back the reform 
on rails can have reasonable prospect of success only if the need for reform management is 
recognized and a system is instituted by the Government for regular momtoring, coordination and 
mid-course correction, as and when necessary 

5.43 The power sector in the state is now at the brink of a crisis Further procrastination in addressing 
the issues will lead to irretnevable damage. It is high time that all agencies, namely, the State 
Government, the Central Government, the World Bank and the DFID got together and took a holistic 
view on what can be done by each to rescue the reform. If the electricity reform fails m Orissa it 
would have its adverse impact all over the country. In our view, the achievements in the power sector 
of Orissa are restmctunng, pnvatization and setting up of a regulatory commission The real reform 
which brings in its wake benefits to consumers, strength to the industry and growth for the economy 
has yet to come 

4.78 Power sector reform would not succeed unless the utilities bring m efficiency, cut costs, reduce 
losses and ensure greater consumer satisfaction. It would also require strong enforcement to ensure 
that consumers of electricity pay for its use. All sections of the society, particularly the opinion 
makers, have the responsibility to provide requisite support. Revival of the power sector would 
depend to a large extent on how fast a consensus is built in this vital area 

)(i 4i ifi all )(> all >|c >l> 
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enjoy a monopoly over consumers in their respective regions Neither the DISTCOs have the choice 
to buy power from one or more preferred generator(s) nor are consumers free to exercise their choice 
to buy from 

any DISTCO. paying a wheeling charge to the transmission/distnbution company through which the 
power IS transmitted This is pointed out in semmars and elsewhere as a major limitation in the 
success of reforms m Orissa It is stated that induction of competition in generation and bulk supply 
must form an essential ingredient of the reform Strategy The existing and recommended models are 
shown in the diagram at Annexure -19. We have examined this matter also in the light of a 
presentation made before us by Price Waterhouse Coopers (PWC), who are consultants to GRIDCO, 
PWC recommended a step-by-step way forward in moving towards multi-buyer model According to 
PWC, the final stage of unregulated multi-buyer model though ideal, may not be attained by Onssa m 
the foreseeable future They suggested that Pooled-cost Single-buyer model could be used as a 
stepping stone to reach the next stage of Allocated-cost Multi-buyer model. However, they rightly 
stressed that for realizing the benefits of any of these models, the sector must first achieve positive 
cash balance position. 

4.72 We were told that GRIDCO had taken a policy decision to initiate action for shedding its 
power trading function and leaving this vital function to be directly handled between DISTCOs and 
generating companies We were also told that OERC and the State Government had endorsed this m 
principle Dunng our committee's deliberations, however, we were informed that the Government 
had decided to keep the matter on hold. We are of the firm view that attainment of financial balance 
is the key to any reform process which we have examined in depth in the case of Orissa and made our 
recommendations In the prevailing situation of near bankruptcy of GRIDCO and disarray in the 
functioning of DISTCOs; particularly of CESCO whose majonty share holder AES has quit, it is not 
practical to think of early introduction of multi-buyer model in any form. 

4.73 In our view, no major modification, not to speak of the radical change of early shedding of the 
power trading function by GRIDCO; should receive serious attention now. Orissa's power sector is in 
a state of severe financial stress with its inevitable debilitating impact on the management of the 
utilities The sector should be spared any further trauma. Undivided attention and determined efforts 
are required expeditiously to provide the utilities financial balance, managerial skill and confidence 
Once that is ensured, reform in power trading system may be done, not merely to give DISTCOs the 
freedom to trade with generating compames, but with the ultimate object of freeing the consumer 
from private monopoly which has substituted State monopoly in the distribution of electricity The 
basic objective, in our view, should be to enable the consumer to have the opportunity to exercise his 
choice of the source from which he can get power supply to his satisfaction. This would be possible 
m a liberalized regime with competition in the distnbution and supply of power to consumers, not 
merely to DISTCOs. We are aware that this has been achieved with a considerable degree of success 
a road, UK in particular Orissa, of course, will take a long time to reach that stage. The power 

system in Orissa is not yet ready to embark on that reform which at best may be kept as a distant 
objective. 


4.74 Meanwhile, GRIDCO needs to strengthen itself considerably to develop skill and ability to 
an e power trading Trainmg, exposure to new ideas and continuity of trained personnel are all 
essential to the proper functioning of a well structured and self contained trading cell. We suggest 
^t urgent attention be paid to develop this within the organisation rather than allow a sense of 
cUsintere^^d dnft to permeate, having regard to the policy decision now kept on hold by the Govt, 
toat GRIDCO should shed the power trading function. In our view, it would be of advantage to 
develop within GRIDCO a well functioning trading unit which may eventually be turned into an 
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5.6 The Government and the Commission should have purposeful interaction on a wide range of 
issues of monitoring, problem solving, planmng and development of the State's; power sector. For 
exchange of information and discussion on administrative matters of mutual interest, the 
Government should inter-act with the Commission's Secretary- There should also be a system of 
meetings with the Commissioners, at least once a year, taken at an appropriately high level to discuss 
and settle matters involving important issues of policy 

5.7 Conceptualization of reform was done under the guidance of the World Bank and 

the road map for implementation was set out m its Staff Appraisal Report (SAR). The assumptions in 
SAR in the demand growth for power in the state was highly ambitious, not only m terms of totals 
but in the composition also The demand for industrial power (EHT Supply) which, subsidizes 
domestic demand (LT supply), was grossly under realised while domestic and commercial demand 
with high losses grew fast. T&D losses which were excessively high, and were targeted for 
substantial reduction, could not be brought down. Billing and collection efficiency under the 
privatised distribution companies (DISTCOs) far from improving, actually worsened and rampant 
theft of electricity continued unabated. 

5.46The reform scheme was further vitiated by sharp up valuation of assets at the time of transfer to 
the utilities; This led to steep increase in the cost of power Unrealistic assumption that GRIDCO 
would become profit earning from 1997-98 led to abrupt withdrawal of subsidy by the State 
Government from 1996-97 There has been considerable increase in the average tariff at a cumulative 
rate of 15.5% annually over the last 9 years without any perceptible improvement in customer 
service. Cross subsidy has also been brought down, particularly m the post reform period, thereby 
casting a heavier burden on domestic consumers 

5,47Unabated increase m tariff without perceptible reduction of Techno-commercial loss or 
improvement of customer service has led to growing public discontent against reform This situation 
has worsened because of spiraling increase m the costs and deteorating the health utilities The 
DISTCOs and GRIDCO have been rendered utterly unviable as a result of their inability to reduce 
T&D losses continuous rampant misuse and theft of electricity and contain costs DISTCOs are 
unable to pay salary to their employees without defaulting on payment to GRIDCO towards purchase 
of power GRIDCO also is unable to recover cost and is incurring heavy debt to fin^ce losses year 
after year. In tins situation, the generating companies are also facing problems of inadequate cash 
realisation. The situation has become so critical that the pnvate sector partner in one of the 
DISTCOs, AES has abandoned the management of CESCO which is now being managed by a CEO 
appointed by the Regulatory Authority We recommend that the CEO attends to CESCO whole time. 

5.48The key to revival of the sector is in improving efficiency and bringing down cost By efficiency 
improvement not only customer services can be geared up but T&D losses, currently at an 
unacceptably high level, can be brought down substantially. The reform scheme had sought to 
address the problem of T&D losses through (a) capital investment to strengthen transmission and 
distribution system so as to reduce technical losses, and (b) privatization of distribution, to bring in 
better management skills and practices for enforcement of accountability to reduce commercia 
loss.neither of these have succeeded so far. 

5.49Large capital investments have been made but not a single project has been completed despite 
considerable time over-run. The delays in most cases are want of forest clearance, land availability or 
right of way. Since none of the projects has been commissioned, no benefit has been realised from 
the investments of over Rs. 600 crore out of funds borrowed from the World Bank carrying heavy 
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y. SUMMARY OF FINDINGS AND RECOMMENDA TIONS 


5 1 Encouraged by the Government of India, assigned by the World Bank, and 
supported with grants from the Government of U.K. (DFID), Orissa took the initiative and became 
the first State to reform its electricity industry The Orissa Electricity Reform Act, setting out the 
basic framework of the reform, enacted in 1995 came into force from 1 April 1996 The principal 
objectives of the reform were the following 

a) Restructuring of the electricity industry for rationalization of generation, transmission, 
distribution and supply of electricity. 

b) Development of the industry m an efficient, economic and competitive manner 

c) To provide for avenues for participation in the industry of private entrepreneurs, attract private 
investment and reduce the need for government funding of the electricity sector. 

d) To improve the quality of service to the consumer. 

e) To enhance operational efficiency and reduce losess. 

f) To provide for a transparent mechanism for development and regulation of the industry, 
including tariff fixation and dispute settlement, through an independent statutory body; the Orissa 
Electncity Regulator-Commission. 

g) To contribute to economic growth of the state by ensuring superior electricity supply 

h) To create opportunities for increasingly rewarding employment for technical personnel and 
provide a stable environment for career development in the electricity sector. 

The objectives mentioned above at (a),(c) and (f) seem to have been achieved substantially The other 
expectations have yet to be realsied. 


5.440ERC has done pioneering work in our country in the establishment of a regulatory mechanism 
for the electricity industry The Reform Act which has given the Commission a wide mandate, 
requires it to act effectively and independently, OERC's working in the last few years however, has 
not been free from problems. To avoid these, we make the following recommendations. 

5.45To ensure that the Commission is fully functional at all times. Government must make prompt 
appointment of Commissioners^ Action for filling up anticipated vacancies should start early so that 
recommendations of the selection committee are available to the Government at least two weeks 
efore the vacancy occurs. In the event an appointment or a selection process is stayed by a court, 
prompt action should be taken to have it vacated by moving a higher court or a larger bench Further 
no s ou d be considered for appointment unless there is a clear possibility of his serving for five 
years o attract persons of ability, integrity and standing, wide publicity should be given while 
inviting nominations for selection of Commissioners. 


5.4 Budgetary allocations for the Commission should be adequate. Ordinarily, Government should 
not apply any budgetaty cuts as long as the amount proposed by the 
ommission is the limit of the license fees received. Accounting regulation for the 

mmission s ou e settled forthwith and budgeted outlays placed in a banking account at the 

^ onunission for incumng expenditure in accordance with the accounting regulation, 
without further reference to Government. 


5.5 


Commission should institute regular systems of monitoring, to ensure that the prescribed 
standards of performance are actually adhered to in the industry. 
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5.15 To bring the retorm back on rails, the World Bank and the DFID who helped Orissa initially 
and hopefully have retained their interest m the reform, should come 

forward with a suitable revenue gap m the intervening years. Without this interim financing 
estimated at Rs 3-.4 crore there seems hardly any prospect of the reform coming to fruition The 
Govt, of India .should not only persuade them to do so but also extend a helping hand in shanng the 
responsibility ol interim financing of the revenue gap 


5.16 Once a decision is taken on interim financing and its apportionment, the Distcos and GRIDCO 
may be pinned down to specific performance parameters by desegregating the proposed T&D loss 
reduction Distco-wise 


5.17 In the prevailing run down .state of GRIDCO and Distcos no durable rehabilitation is possible 
without interim tinancing of unavoidable losses However, it needs to be emphasized that no amount 
of support from outside would succeed unless the utilities conduct themselves with greater sense of 
responsibility Privatisation was seen as a means to improve the performance of the DISTCOs. The 
private sector partners need to bear in mind their crucial role which can not be performed 
satisfactorily unless they face the tasks as a challenge and an opportunity and take the industry 
forward in true spirit of partnership for mutual benefit. 

5.18 The private promoter.s of the DISTCOs neither brought superior management skills nor did they 
arrange financial .support even by way of working capital for the companies which are in dire need of 
capital in particular Instead ot using the good offices of BSES to secure working capital in terms of 
clause 8.1 of the Shareholders Agreement for the three DISTCOs under their management, the 
DISTCOs have persistently defaulted in payment to GRIDCO towards purchase of power The 
outstanding ovcrducs of GRIDCO as on 30 Sept 2001 against these three DISTCOs is Rs 680 72 
crore including bonds issued by them in lieu of cash payments So far as the other distribution 
company CESCO is concerned, the situation is worse. AES, the private rector partner never fulfilled 
its commitment to bring working capital. They were allowed to pile up unpaid power purchase bills 
amounting to Rs 403 crore by time they walked away in August 2001 Now that AES have 
abandoned CESCO, GRIDCO seems to be left with hardly any other option except exploring legal 
remedy As far as BSES managed DISTCOs are concerned, the attitude of deliberate default in 
payment to GRIDCO must end. BSES should make all efforts to bring in working capital in terms of 
the Shareholders Agreement 

5.19 The System Of Escrow put m place to secure regular payments to GRIDCOtowards power 
purchase has not worked. With the package of financial relief recommended by us along with 
enforcement of the provisions of the Shareholders Agreement, the escrow mechanism should be 
made to work and strictly enforced. 

5.20 There is an urgent need to develop mutual trust and goodwill between employees and the 
management The vital role of the employees and their associations in building up the industry needs 
to be taken more seriously. While firm action against known miscreants is necessary to enforce 
discipline and accountability this can not be done without skillful handling of situations and 
willmgness to mitigate genuine grievances. A specific matter in this connection relates to, pensionary 
benefits. Employees apparently have found that the pension scheme preferred by them and also 
adopted by the companies, has turned out to be disadvantageous, particularly for those who came 
over from Government in higher age group In a matter like this neither the present employers nor the 
Govt, should take any rigid stand. The effort should be to find a solution which may not even be 
difficult to reach. Likewise, there is an apprehension that liabilities of Government / GRIDCO 
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debt servicing liabilities Efforts need to be intensified to complete and commission the on going 
works No new works should be contracted until the majority of the on going works are completed 
With the commissioning of these works, there should be significant improvement of system 
reliability and reduction of technical losses which would have its beneficial impact on cost reduction. 

5,12 As far as commercial losses are concerned, which are massive by any standard, the result 
achieved in the last five years is insignificant T&D loss which was 46 94 in 1995-96 as shown by 
Audit IS now 46.63% as reported by the utilities themselves. The loss is even more staggering in the 
LT segment at 68%. The DISTCOs, in their projections, have proposed very little loss reduction. The 
rate of loss reduction that needs to be attempted and achieved in the next five years must not be less 
than an average of 5% which, in our view, is well within reach. Attainment of the goal would 
however call for determined, comprehensive and relentless efforts. The following are some 
suggestions in this regard. 

(i) A concerted drive to remove illegal connections such as hooking and effective measures to 
convert them into regular connections followed up by systematic billing and collection of energy 
charges. 

(ii) Should the DISTCOs wish to have police escort for carrying out special fnves to prevent 
unauthorized use of electricity, over and above the comfort of the Chief Secretary's circular to 
DMs and SPs askmg for prompt intervention in the event of violence by anti-social elements, the 
Government should make available to the; compames the requisite support on payment of costs. 

(iii) 100% consumer metering within a year and immediate metering at the low voltage terminals of 
step down transformers should be provided so that supplies into HT & LT systems can be 
quantified for purpose of proper energy accounting which is practically missing. 

5,50A major cause of sharp increase in the cost of power was the steep revaluation of the assets at 
the time of transfer to GRIDCO It called for substantially higher provision for depreciation as well 
as return on capital. Neither of these could be meet because of shortfall in revenue. In these 
circumstances it would be worthwhile keeping the revaluation m abeyance till the system is brought 
to balance. In fact there is a case for setting the revaluation of OHPC which is expected to be 
profitable in the years to come In addition to this the state government may agree to allow a 
moratorium on debt servicing to the state except the amounts in respect of loans from the World 
Bank which the state Government, would need to pay to the Centre. After applying these correctives 
and also taking credit for T&D loss reduction at an average rate of 5% per year, the revenue gap at 
the existing retail tariff would still be substantial though declining. The unavoidable revenue gaps 
would need to be financed from sources other than debt. Since the state Government, themselves are 
passing through severe financial stress, it may not be realistic to ask them to make further sacrifice 
over and above what has been suggested already. 

5.57All exercises has been earned out estimating the annual shortfalls on cash flow baisis without 
tariff hike but with the assumption that collection efficiency of the DISTCOS would progressively 
improve from the present level of 76% to reach 95% by the year 2005-06 instead of ending up with a 
coHection efficiency of 84% proposed by Distcos. With a tanff hike of 18% in 2005 the entire cash 
e icit would disappear and the year 2005-06 would witness both an operational profit as well as a 
m^ginal cash surplus. The sector as a whole would turn around in 2005-06. The consumers could be 
c^led upon to pay higher tariff at that stage because by that time the utilities are expected to have 
given evidence of their concern for and efficiency in T&D loss reduction and improvement of 
customer service; not otherwise. 
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5.26 The committee did not get evidence of any innovative practice introduced in the management 
of the privatized DISTCOs Ho\vcver, in some of the DISTCO areas an experiment is in progress to 
involve village communities in streamlining power supply in rural areas While the results seem to be 
encouraging the excrci.se, currently being conducted by consultants, can succeed in the long run and 
over large areas only if the programme is implemented by DISTCO officials themselves 

5.52It IS recognized that Regulatory' Commissions need to, lay down norms for tariff determination 
which would enable the utilities to have a clear idea of the range in which tariff may move over a 
reasonable period Multi-year tariff regime is therefore being advocated by experts OERC have also 
laid down norms in certain areas though much more needs to be done. But no purposeful result can 
be achieved m the matter of multi-year tariff unless there is a reasonable financial balance Serious 
efforts are required to provide financial balance to the sector before multi-year tanff can be a reality 

5.53Another idea often advocated by experts is multi-buyer model of power trading Here again, 
attainment of financia balance is an essential pre-requisite to provide a basis for competition through 
various models of multi-buyers system as distinct from the single-buyer model adopted by Orissa as 
well as other States who have embarked on reform In the prevailing situation of near bankruptcy of 
GRIDCO and disanay m the functioning of DISTCOs, the sector should be, spared any- further 
trauma. Meanwhile, GRIDCO needs to .strengthen itself to develop, ability and skill to handle the 
power trading function which calls for, among other things, prompt, exercise of commercial 
judgment. Urgent attention .should, be paid to develop this within the organisation It would be of 
advantage to develop within GRIDCO a well functioning trading unit which may eventually be 
turned into an independent trading organisation as a step towards bringing in a competitive regime 
that would provide the consumer the opportunity to choose the source of his power supply 

5.54Rural electrification seem.s to have unintensionally become the worst casualty of the reform 
process With the restructuring of OSEB, and privatisation of DISTCOs, the rural electrification wing 
of OSEB was disbanded and it was left to the DISTCOs to carry on with whatever schemes were in 
the pipeline Since the activity is commercially not attractive , the DISTCOs can not be expected to 
be very enthusiastic about rural electrification The interest of DISTCOs has further slackened 
because even the modest rural electrification work done by them has not been paid for inspite of the 
fact that an amount of Rs 23 crore of capital subsidy due was certified by OERC several months ago 
No fresh scheme of rural electrification seems to have been posed for funding support of agencies 
like REC nor any scheme drawn up for the purpose Another regrettable feature is the utter lack of 
concern for productive u.se of electricity for rural development through agriculture pumping. In terms 
of agricultural demand for power among states, Orissa is practically at the bottom. What is worse is 
that agricultural demand for power in the state has gone down from a meagre 6% in 1992-93 to a 
dismal 3% in 1999-00 , compared with national average of 30%. No single department of the State 
Govt IS entrusted with the administrative responsibility to plan, promote and monitor growth and 
press for rural electrification for development of irrigation pumping which is vital for rural 
development Under a high priority national plan, all villages are required to be electrified by March 
2007. For a State like Orissa, with 40% of the population from weaker sections of scheduled castes 
and scheduled tnbes living in remote areas, the leeway to be made is large Kutir-Jyoti program 
needs to be persued with vigor. It must however be ensured that the benefits of the subsidized 
electricity supply under this program flow to the targeted beneficiaries. The goal is unlikely to be 
reached unless determined efforts are made and an effective machinery is put in place for planning, 
execution and monitoring of rural electrification projects. The vacuum caused by abolition of the 
rural electrification wing of the OSEB needs to be filled up and an alternative system created. The 
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towards Pension Trust may not have been assessed correctly This being a matter entirely of actuarial 
calculation, which may vitally affect the viabilityof the Pension Funds, there should be no reluctance 
to take a fresh look at the estimates 

5.21 Orissa has a rich endowment of natural resources, and now has the additional advantage of 
surplus power. This combination needs to be exploited to accelerate industrialization of the state 
through vigorous marketing of power by offenng more competitive rates. By selling surplus power to 
industries, even at tariff lower than prescribed by OERC, not only would the State benefit from 
industrialization, the DISTCOs themselves would also stand to gam as long as they recover cost at 
the margin The tariff fixed by OERC should be treated as the ceiling in each category, and utilities 
should have the freedom to supply power at lower rates in exercise of their commercial Judgment 

5 22 With restructunng and pnvatisation, there is a much greater need now for rigorous enforcement 
of safety norms in the electricity industry. How ever, care needs to be taken to see that there is no 
mindless expansion of the Electrical Inspectorate Services of chartered engineers, under a strict 
system of empanelment and penalty in the event of misconduct, may be utilized for the purpose of 
supplementing human resources of a slim, well structured Inspectorate. 

5.23 The services of local consultants as well as highly rated consulting firms of international repute 
were used extensively in the preparation of the blue print of reform, and to assist the utilities in 
developing internal systems of operation management, financial control, technical services, contract 
management, project implementation etc. The cost incurred so far is a staggering amount of Rs.306 
cores However, judging by the fate of the reform and the state of the utilities it is clear that the 
utilities for whose benefit the consultants were engaged, could not assimilate much of their advice, 
instead of developmg inner strength with the assistance of consultants, tended to be excessively 
dependant on them leading to near atrophy of organizational strength. We suggest that this practice 
which weakens organisations rather than strengthenmg them and demotivates employees instead of 
unproving their skill and confidence, should end as soon as possible. 

5.24 Close attention should be given to strengthen the managerial competence of 

GRIDCO which is not only financially sick but also organisationally very weak. The following 
recommendations are made in this connection 

a) The senior management of GRIDCO should be selected on the basis of merit and appointed for a 
fixed term of 3/5 years. 

b) The State Load Dispatch Center (SLDC) and its commercial counterpart the energy billing centre 
should be provided with the necessary staff whose skills should be substantially honed and 
upgraded by regular training. 

c) GRIDCO s Project Management Unit (PMU) should take over the responsibility of all capital 
works irrespective of the source of funding. It should also monitor capital works executed by the 
distribution companies in addition to managing and monitoring GRIDCO's own works. 

5.25 The entire power sector needs top management of high caliber just as it requires an efficient 
wor orce motivated to further the interest of the industry. The task before the managements is 
counting. Appointments to the Boards of Directors of all the utilities need to be reviewed to ensure 
tlmt professionals including administrators with competence, vision and commitment may enrich the 
u 1 les toffl t e very top. The prevailing system of part time appointments to key positions m the 

Executive Officer of OHPC should end. The Chief Executive Officers of 
me uibTCOs should be stationed at their respective head quarters 
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following recommendations are made in this connection 

a) A Rural Electrification Planning Organisation (REPO) should be set up under the Government to 

provide focus and direction to this vital programme, to prepare specific schemes, pose them to 
funding agencies and over-see utilization of the fimds procured 

b) REPO should have under it four Rural Electnfication Planning Units (REPU) each corresponding 

to a DISTCO with which it would need to work in close coordination. These units would draw 
up, detailed schemes of rural electrification 

c) Prioritization of villages for electnfication should be done by REPUs in consultation with the 
Collector of the concerned district 

d) Execution of the works would be the responsibility of the concerned DISTCOs 

e) REPUs would need to monitor the execution and report completion of schemes and the 
expenditure incurred thereon to the Collector of the district and the State REPO 

f) On the basis of the Collectors' certificates of satisfactory completion the State Government should 

promptly settle, subsidy payments admissible to DISTCOs. 

g) Government would need to provide DISTCOs with capital subsidy, revenue requirements would, 

in normal course, be considered by OERC as a part of tariff exercise. 

5.30 Our recommendations would help rehabilitate the utilities, bring; stability and promote growth 
of the power sector only if these are implemented as a package and the implementation is managed 
and monitored closely The reform adopted by Orissa may have been flawed, but mid-course 
corrections could have been successfully applied much earlier, and at less cost to the economy, had 
the reform been managed rather than its success taken for granted The Committee's 
recommendations towards putting back the reform on rails would succeed only if the need for reform 
management is recognised and a system is put in place by the Govt, for regular monitoring, 
coordination and mid-course correction. It is interesting to know that of all the major parameters of 
reform laid down in the SAR one of the few that proved realistic was tariff. Retail tariff has been 
fairly close to the sar assumption in the first two years and substantially higher since 1998-99 Thus, 
consumers have not failed to provide support; they have made ample sacnfice in search of better 
quality of service which has eluded them so far 

5 31 Power sector reform would succeed if the utilities bring in efficiency, cut costs, reduce losses 
and ensure greater consumer satisfaction It would also require strong enforcement to ensure that 
consumers of electncity pay for its use All sections of the society, particularly those, who are in a 
position to influence public opinion, have the responsibility to provide the requisite support Revival 
of the power sector would depend to a large extent on how fast a consensus is built in this vital area 

5 55The State's power sector is now on the bnnk of a crisis It is high time all agencies namely, the 
State Government, the Central Government, the World Bank and the DFID, got together and took a 
holistic view on what can be done by each to rescue the reform. If electricity reform fails in Orissa, it 
would have its inevitable adverse impact on reform all over the country, what has taken place in the 
electricity industry of Orissa is only restmctunng, privatization and establishment of a Regulatory 
Commission, The real reform, which brings in its wake the benefits to consumers, strength to the 
industry and growth for the economy has yet to come. 

Signed by * 

Sovan Kanungo -Chairman 
Anirudh Kumar Sah -Member 
D. N Padhi -Member 
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Annexure-6 

Pre-conditions for Disbursement by World Bank 

• Government at On.ssa to jssue a foimal Power Policy Statement to the World Bank and the steps 

to implement the according to a agreed time frame 

• Registration and transtcr ot assets from OSEB to Gridco and OHPC. Government of Onssa to 
formally approve the reform legislation and submit the draft Bill to Govt of India for clearance 

• The Distnbution Management Contract, which was being negotiated, with BSES for one of the 
Distribution Zones ot OSEB should be awarded 

• Notification of the Mcctncity Refonns, Regulatory Commission, appointment of its 
CommusMoners as well as some of the core staff and notification of the working regulations of 
the Commission 

• GRIDCO and OHPC will offer to private investors a certain percentage of their shares by 
stipulated dates In the ca.se of (iRIDCO, it wa.s lO^/o by March 2001 and 33% by March 2003 In 
the case of OHPC' it was U)"o by March 2000 and 33% by March 2002. 

• Corporati.sation of ORIDC'Cl’s dustnbution system into four distribution subsidiaries and their 
privatisation in pha.ses By December 2000 all the 4 zones were required to be privatised. For this 
piirpo.se, privatisation w'ould mean transfer of 51% of GRIDCO's shareholding to private parties. 

• The borrower (Government of India) .shall bear the exchange risk and ensure that Orissa will 
release to GRIDCO, OHPC, the private distnbution companies and the electricity end users, the 
proceeds of the loan vs ithin 3 working days of the receipts of the funds from the Borrower 
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Annexure- 5 


Sources & Application of Funds 


Source of funds 



Rupees (Million) 

Equivalent 
US$ (Million) 

Internal resources 

9,816 

222 

Grant 



ODA grant towards State Govt equity to Gridco 

2,260 

63 

ODA grant transferred to Gridco as GoO grant 

1,265 

34 

Loans 



World Bank 

14,419 

350 

State Government 

960 

26 

ADB 

2,025 

57 

Other sources 

10,605 

246 

Total of Loans 

28,008 

678 

Grand Total 

41,348 

997 


Application of funds. 


Item 

Rupees (Million) 

US$ Million 

Capital investment 

35,370 

840 

Interest during construction 

2,060 

49 

Reform expenses 

2,754 

74 

Repair and maintenance expenditure from ODA 
grant 

400 

12 

Increase in maintenance inventory 

765 

22 

Total investment 

41,348 

997 


(Source World Bank Staff Appraisal Report) 
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Annexure* 

ExftofAES 


Following dn mJcm.itsund: .‘jnprJisr.r kinder. GRIDC 0 disposed off 51 % of its shareholding m 
three out of fmf id 5tv 4.h ddsanes 'Aith effect from 1st April, 1999 The 4th subsidiary 

company Kl'SCni i^mld -i hr pn^afiH'd because the picfcrrcd bidder backed out. Thereafter 
GRIDCO entered intu a ui r.cuotKitjons -.vith all prc-qualificd bidders including a consortium 

led by AbS ( urporae:^«n \f S r^prc^.^cti their unwillingness to pick up 51% shares m CESCO. 
During negotiations, it was arrred. 'hat (tRIDC f) would allow' CESCO a cash accommodation up to 
Rs. 174 crorc. w(>rkinr , ipital rrqusrrment over and above Rs 174 crore would be provided by AES 
the majorit) sh.irchi>Kkr \rs consortium execute the necessary- documentation, namely. Bulk 
Supply Agreement. Sh.}frhM;drr. \ereemcnt and Share .\cquisition Agreement and put in place an 
escrow mechanism to ensure timely payments due to GRIDCO on account of bulk power supplied to 
CESCO so that CiRIDt <), m turn would be .iblc to di.scharge it.s escrow obligation lo OPGC, where 
AES, with 40” 1 share htddimt. iias management control .AES Corporation also provided a letter of 
comfort to GRIDC O assunne CJRIDCf) of all assistance to the CESCO management The 
ntanagement of C I'S< f> p.issed into the hands of .AES consortium with effect from 1 September 
1999. 


2. In September joun, c l St O management came up with a proposal to create a separate 
management cadre with (.luulitiun'. td service radically different from what were laid down in the 
CESCO Officers Servuc Kegulainuis The management cadre consisting of Team Members, Team 
Leaders and Group f eaders were pn^poscil to replace the existing hierarchical structure which had 
high salaries and perks viunpareii to regular CT.SCO Officers, vvith the gross pay of Team Leaders 
ranging from R.s 20,tHi0 to Rs ."'tl.tllKI per month Part of this was reimbursed in cash for a variety of 
puipo.ses Concomitant w iih high emoluments was total discretion of the management to give large 
bonusc.s to encourage productivity to reduce emoluments a.s a mark of displeasure or to terminate the 
service of an employee afk*r giving him a months notice Right from the beginning, GRIDCO 
nominees had expressed apprehension about soundnes.s of the new cadre especially because it would 
radically disturb the prospects of existing cesco employees who had been guaranteed no adverse 
changc,s in their service conditions and prospects Legal opinion was against the formation of such a 
cadre with the proposed sen. ice conditions hut CESCO management went ahead with the proposal 
and recruited about outsidcts, 22 regular (TuSCO employees (e.x GRIDCO employees) also joined 
the cadre in the miuiths that folhnved after resigning from their parent CESCO cadre Some of the 
outsider recruits were in their eat ly V)’s and had {inly a few months of distribution experience They 
were posted over the hcatK of I-xccuiivc bngmeer.s having 25 to 30 years of experience. Morale and 
discipline .suffered a lot as a result 

3. AES management did not have anyone with HR background When this was pointed out to them, 
their stock reply was that m AES tumpanies, every employee is an HR man as well as a PR man ana 
that AES has no one special respon.sibilities for HR or PR work anywhere in the World. This stand 
effectively prevented CESCO management from communicating their points of view even to their 
own employees It also led to a lot of misunderstanding of the management's motives. For example, 
a widely circulated pamphlet alleged that the administrative expenses of post-pnvatisation CESCO 
Was far in excess of what they were during 1998-99 cesco management, when contacted in October 
2001, clarified that the facts and figures m the pamphlet were the same as the projections made in 
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Annexure- 7 


EXPENDITURE INCURRED ON CONSULTANCY SERVICES 


SI. 

No. 

Project 

Agency 

Amount n 

Million PS 

Rupees in Crores 
@ RS.65/PS 

Funding 

Agency 

■ 

Pre-refonn 

consultancy 

KPMG led consortium 


41.000 

GoO 

B 






1 

Privatisation 

Credit Suisse First Boston 
(CSFB) 

16 194 

105.261 

DFID Grant 

2 

PMU 

Merz McLellan & Seaboard 
International 

7 605 

49.433 

DFID Grant 

3 

ISP 

Pnee Waterhouse Coopers 

4 668 

30.342 

DFID Grant 

■ 

RIAP 

Price Waterhouse Coopers 

7.884 

51.246 

DFID Grant 

5 

Training Centre 

Price Waterhouse Coopers 

0150 

0.975 

DFID Grant 

6 

BEINA Social 

Study 

Xavier Institute of 

Management Bhubaneswar 

0.018 

0.117 

DFID Grant 

■ 

RIAP Extension 

Pnee Waterhouse Coopers 

0.600 

3.900 

DFID Grant 

8 

TRISP Package 

Price Waterhouse Coopers 

3.715 

24.148 

DFID Grant 

■ 

TOTAL(B) 


40.834 

265.422 

DFID Grant 

■ 

Total amount spent on consultancy (A+B) 


306.422 
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establish their suspicion Hcncc GRIDCO approached OERC (Case No 32/2001) to once again direct 
CESCO to comply with the earlier OERC order which had directed that CESCO should honour the 
contractual commitments While the case was being heard by OERC, GRIDCO got definite 
information that CESCO management had bypassed the escrow mechanism by diverting an amount 
of Rs 18 59 LTore GRIDCO once again moved OERC Case No 34/2001) requesting OERC to 
initiate cnminal action At that stage, the State Government intervened and held discussions with 
CMD, GRIDCO and MD ot CESCO Thereafter GRIDCO petitioned OERC that they did not wish 
to pursue their pica. Accordingly, OERC dropped the case OERC also did not proceed further 
against the CESCO management in case No 32;2001, Instead, the Commission in an order dated 
26th July 2001 took a lenient view and closed that case. 

8 OERC in their tariff order dated 19 January 2001 had given certain concessions to large 
industries CESCO, however, did not pass on those concession Two of the aggrieved industries 
approached OERC who, after hcanng all the parties directed CESCO to correct the bills of the 
petitioners in conformity with the tariff order. Since CESCO had pleaded that the error was owing to 
an incorrect computer programme, CESCO were also directed to rectify the computer programme. In 
spite of this clear direction, it was brought to the Commission's notice that their directions were 
being floated by CESCO The failure of CESCO to implement the orders of the Commission were 
seen to be a deliberate act of defiance OERC in their order dated 28 July 2001 imposed a Fine of Rs 
1.00 lakh on CESCO 

9. AES apparently had come into CESCO hoping that they would also get 2% more of the shares in 
OPGC which would then give them a 51% shareholding in the generation Company When this did 
not materialise, AES .started losing interest On 25 July 2001, AES wrote to the Company Secretary 
of GRIDCO seeking permission to sale their stake m CESCO to a third party, alternatively, AES 
offered to sale the shares to GRIDCO at a negotiated price Under the Shareholders Agreement, 
however, there is a lock-in period of five years (ending on 31 03.2004) before which no shareholder 
can dispose of his share GRIDCO therefore turned down the request The matter was thereafter 
discussed at various levels. The Chairman of AES Corporation who had who had a discussion with 
the state government in July 2001 made it clear that AES was not interested in continuing with the 
management of CESCO By that time CESCO had already run up an overdue of Rs. 577 crore 
towards purchase of bulk power from GRIDCO (including the initial cash accommodation of Rs. 174 
crorc) The managing Director and other functional Directors of CESCO resigned in July 2001, they 
were replaced by the Technical Director who also functioned as the new Managing Director and four 
other non-executive Dircctor.s Even before formally resigning, the outgoing MD and the other 
nominee Directors of AES had been staying in Delhi They had left no instruction have to handle the 
company's bank accounts in their absence or how to pay the employees who were getting restive In- 
house billing ( and hcncc collection) in several Divisions came to a stand still since the computers 
were kept in the corporate office which was under their lock and key. Things did not change even 
after the Technical Director who became the new M.D. assumed charge in July. The AES nominees 
held two Board meetings in Delhi against the express request of the Gridco nominees. The new M.D. 
too was replaced by another person m September 2001 and that appointment had to be approved at 
the A.G.M, of the Company as the person concerned was under age. 

10. It became clear that AES were pulling out from the management of CESCO AES nominees on 
CESCO board refused to make any provision for paying staff salaries leading to serious tension and 
uncertainty. CESCO area had just suffered damages from heavy rain and flood in July 2001, 
restoration work was in progress, however, because of the prevailing uncertainty. Progress of the 
restoration work also suffered. The Board of Directors of GRIDCO resolved that there was serious 
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CESCO’s tanff filing for the year 1999-2000 and that the actual expenditure was less, as in the Table 


Head of Expenditure 

As per Tanff filing 1999-00 

As clarified by CESCO in 
October 2001 


1998-99 

1999-00 

2000-01 

1999-00 

2000-01 

Telephone, 

Communications 

35.50 

43.10 

68.75 

38.00 

53.65 

Legal, Consultancy, 

professional charges 

19 49 

320.51 

800.27 

147 00 

150.36 

Travelling/Conveyance 

219.15 

293 36 

430 87 

269 00 

396 54 

Watch & Ward, Misc. 

74.99 

101.85 

139.31 

101 85 

128 87 


Note • CESCO have not finalised their management accounts for 00-01 

The Rs. 800 27 lakhs projected for legal and consultancy expenses for 2000-01 included Rs. 700.00 
lakhs to be paid for consultancy charges to be received from AES Corporation of USA This did not 
materialize. But the fact remains that the Company did engage a legal consultant whose monthly 
retainer slip was Rs. 1,00 lakh + Rs 15,000 for car expenses. For Court appearances and preparation 
of documents he was paid separately These rates were far in excess of the rates paid to legal 
consultants discharging similar responsibilities 

4 By August 2000, CESCO exhausted the Rs. 174 crore cash accommodation which was allowed 
by GRIDCO According to the Agreement with AES, shortfalls beyond this limit were to be made 
good by then but this was not done They also delayed till July 2000, putting in place an escrow 
mechanism. They were requested to bnng in funds in accordance with prior agreements but they 
pleaded their inability to raise any funds. Instead CESCO management started defaulting in their 
payments to GRIDCO for bulk supply 

5. The tripartite arrangement among OPGC, GRIDCO and the State Govt envisaged CESCO's 
receivables being escrowed to GRIDCO on the one hand and OPGC on the other hand having an 
escrow against GRIDCO's receivables to the extent of the bills raised by OPGC for supply of power. 
With CESCO defaultmg to GRIDCO, the latter were seriously constrained, in meeting their escrow 
obligations to OPGC who started reducing power supply to GRIDCO When OPGC management 
did not respond even to the urgent requests of the State Government for a discussion to sort out the 
matter, GRIDCO obtained interim orders from the High Court restraining OPGC from imposing 
power cuts GRIDCO also moved OERC (NO. 31/2000) praying issue directions to CESCO to 
honour their various contractual commitments including escrow The case was finally disposed of by 
OERC m an order dated 19 04 2001 in which the Commission directed CESCO to abide by their 
contractual commitments, 

6. The AES management of OPGC had serious difficulties with their employees who threatened 
to resort to agitational tactics on several occasions When matters came to a head, the State 
Government had to issue a notification on 26 05.2001 under the provisions of the Onssa Essential 
Services (Maintenance) Act, 1998 prohibiting strikes in all establishment in the State dealing with 
the production, transmission and distribution of electrical energy 

7 By early 2001 GRIDCO was fairly certain that the CESCO management was bypassing the 
escrow mechanism but in the absence of any reliable data from CESCO, GRIDCO were unable to 
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Annex ure -10 


Transmission and Distribution Losses 

1.1 There is a great deal of confusion about terms like ‘Transmission and Distnbution Losses’, 
‘Commercial Losses’, ‘System Losses’ and ‘Total Losses’ This note proposes to throw light on 
what these terms mean with special reference to the Orissa context 

1.2 Total losses represent the amount of energy which is not billed, expressed as a percentage of 
energy input Part of this loss is accounted for by technical losses attributable to purely technical 
reasons like transformer losses while stepping up or stepping down the voltage and line losses 
which depend on the length, cross section etc of the line and the voltage at which the power is 
carried by the line, non-technical losses (or commercial losses) arise out of theft of energy as 
well as non-billing, under-billing and non-collection Until fairly recently even official 
documents put out by agencies like the Central Electricity Authority or the Planning 
Commission used to report only the technical losses, commercial or non-technical losses were 
completely ignored An extract from the 13 Electnc Power Survey brought out by the Central 
Electricity Authority (CEA) in July 95 reported T&D losses over a 14 year period to be in the 
region of 21% to 23%. The 16th Power Survey ( September 2000 ) gives estimates of T and D 
losses to go down from 23.29% in 98-99 to 22.53% in 2001-2002. There is no reference to non¬ 
technical losses. 

2. 1 It is not that non-technical losses went unnoticed. They were just not highlighted or reported in 
the same way technical losses were reported. Two examples will suffice to illustrate this. The audited 
accounts of Orissa State Electricity Board for the year 1993-94 gives the following information on 
energy generated, purchased and sold; 

Power generated : 4058 MU 

Power purchased: 3769 MU 

Total input : 7827 MU 

Power sold : 5995 MU 

The power lost is the difference between the power billed (5995MU) and the total input (7827MU) 
and will work out to 23 4% However, the Audit Report makes the following observations under the 
head Statement of Accounting Policies. 

Quote* 

The units of energy sold and billed as per revenue statement was 4573.428 MU. Out of 11,65,057 
consumers of the Board, 6,19,449 consumers were supplied energy either without any meter or with 
defective meters. T akin g these unrecorded consumption uito account, the total consumption has been 
derived by the Management to be 5994.587 MU. 

Unquote. 

If the energy billed as per revenue account namely 4573.428 MU is taken into account instead of 
5995 MU mentioned earlier, the loss will go up to 41.57%. 

2.2 The audited Statement of Accounts of OSEB for 1994-95 gives the following information 
relating to energy input and energy billed. 

1994-95 1993-94 

Generation 4245.201MU 4196.167MU 

Less Auxiliary 115.391MU 138.299MU 

Net generation 4129.809MU 4057.868MU 
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apprehension of disruption ot power supply to the CESCO areas aggra\ated by employee dis¬ 
satisfaction and unrest GRIDCO approached OERC (Case No 39 2001) seeking appropriate orders 
to ensure that CESCO earned out responsibilities under their license conditions OERC in their order 
dated 27 August 2001 vested the management of CESCO m a Chief E\ecuti\e Officer whose 
services were made available for the purpose by the State Government The Chief Executive officer 
assumed charge the same day 

11. The CEO under took a quick review of the financial po.sition of CESCO having regard to 
widespread allegation of misutilisation of funds. There were also allegations that though the 
employees had paid their dues on account of Provident Fund, pension etc these were not deposited 
with the appropnate Trusts. The CEO in a note dated 3 September 2001 addressed to OERC reported 
that provisionally the liabilities of CESCO were to the tune of Rs 653 crores including Rs 577 cores 
payableto GRIDCO for bulk power purchase The liabilities include substantial amounts not paid to 
Pension Trust, Provident Fund Trust, suppliers and contractors 
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Transmission 
Technical Loss 

586 

540 

Input to the Zones 
"ootNCJP 

9,064 

9,644 

Transmis.sion 

Technical Loss 

6 1% 

5 3% 

Distribution 

Technical Loss 

16 5% 

16.9% 

Distribution 
Non-Tcchmcal Loss 

26 9% 

24.4% 

Total Loss 

49 5% 

46.6% 


(Source Table I 6. page 2“’ of Information Memorandum (July 1998) 

If, however, the point for computing the input is the point at which the distribution system receives 
the power at K V the same figures will yield a different loss level as may be seen in the table 
below 


1PAGEIS jv-IISSING’*'**********’*'************* 


undergo a change, though the "n of losses in the two segments remain unaltered. Table below 
illustrates this 


Scenario 2 

Segment 

Energy asailablc (units) 

Units 

lost 

Loss as a % of energy available 

LT. 

60 

24 

40 

HT/EHT 

40 

4 

10 

Total 

UK) 

28 

28 


It will be .seen that that total losses in the system go up from 22% to 28% merely because the 
proportion of LT consumers goes up from 40% to 60%. (This is because the LT system losses are 
more) Tlie point to be noted i.s that in a context of changing consumer mix, T&D losses taken in 
isolation will not be a reliable index of efficiency 

4.1 The documentation for the bidders who were expected to take part in the privatisation of 
GRIDCO's distribution system took note of the results of several previous studies on T & D losses 
The first such report was by the Consultancy Group MONENCO AGRA INC. who in their report 
submitted to the Asian Development Bank and OSEB in March 1996 estimated the Technical losses 
inOSEB's distribution system as follows: 


Component 

Estimated actual Losses (%) 

33 ICV lines 

4.4 

33/11 K.V transformers 

0.6 

11 KV lines 

4.8 

11/0.4 KV transformers 

1.2 
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Purchase 4363 588MU 

Total available for sale 8493.397MU 
Total units sold 6471.138MU 
T«feD Loss 2022.259MU 

T&D Loss as percentage 23 81 % 


3768 544MU 
7826 412MU 
5994.587MU 
1831.825MU 
23.41% 


(Statement 9 appended to accounts) 

the report however goes on to state the following: 

Quote. 

The Units of energy sold and billed as per revenue statement was 4536.332MU Out of 12,30,354 
consumers of the Board, 6,17,050 consumers were supplied energy either without any metes or with 
defective meters, Taking these unrecorded consumption into account the total consumption has been 
denved by the Management to be 6471 138 MU The difference between derived units and actual 
units sold worked out to 1934.806 MU 
Unquote 

If the units billed are taken to be 4536 332MU instead of 6471 138MU the Ioss% would work out to 
46.58% 


2 3 It IS only after the electricity reforms were initiated in Onssa the total losses (technical as well as 
non-technical) started getting reflected in the official reports openly and transparently The audited 
Statement of Accounts of OSEB for year 1995-96 (which became available only after December 
1997) showed transmission & distribution losses is 23.41% m 93-94 and 23 81 in 94-95 but 46.94% 
in 95-96 For the first time the audit report had clearly shown the losses to be what they are instead of 
allowing the actual losses to be derived from figures mentioned elsewhere in the report. 

2 4 The dramatic increase in the losses of OSEB from around 23% prior to 95-96 to almost double 
that figure m 95-96 was the subject of much debate As the Report was received only in early 1998, 
the rise" in losses was attributed to electricity reforms In reality however, the Report set the trend 
for greater transparency in official documents For example, the Power and Energy Division of 
Planning Commission in their Annual Report on the Working of State Electricity Boards and 
Electricity Departments (April 2000) reported the T&D losses as follows 


4.1 23.5% 

4.2 23.4% 

4.3 23.8% 

4.4 46 9% 

4.5 50 4% 

A footnote explains that the sudden jump in the losses after 94-95 is due to "the realistic assessment 
of T&D losses in the power system after restructuring of OSEB. Similar position can be observed in 
case of Haryana and Andhra Pradesh also who opted for power sector reforms". 

3. T&D losses are directly dependent on the following two factors 


(1) The precise point in the transmission and distribution network (the physical system) with 
re erence to which the loss is computed. If the reference point for computing the input to the system 
IS the interconnection point at which generated / purchased power is received, the total losses in the 
Orissa transmission and distribution system will work out as follows- 


GWH 


NGP 


1996/97 


9,651 


1997/98 


10,183 
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also showed the the slightly different estimates which were made earlier by MONENCO AGRA both 
on a Zonal basis and on a consolidated baisi for the whole of GRIDCO The circle wise technical 
losses for 33/ 11 KV and 11/0 4 KV transformers estimated by MONENCO AGRA were furnished 
in page 203 of the IM 

4.5 The information Memorandum had similarly showed a detailed estimate of the non-technical 
losses m the distnbution system. 


Percentage input billed 

Western 

Northeast 

South 

Central 

60 3 

57 2 

60.5 

51 5 

Percentage of LT. and HT billed 
KWh 

45 4 

40.6 

_ 

54.3 

43.7 


It will be seen that the losses in the LT and HT segments with reference to the LT / HT input was as 
high as 5.4% in North Eastern Zone. This was lowest at 45.7% in the Southern Zone. If the total 
energy input for LT, HT and EHT segments are reckoned, the losses would go up to 48 5% in Central 
Zone. At 39.5%, it was lowest in Southern Zone. 

4.6 In 1996, Pricewaterhouse Coopers, GRIDCO's Consultants completed a Pilot Study of the losses 
in the distnbution system as part of GRIDCO’s Revenue Improvement Action Plan (RIAP). The 
study was undertaken in 23 urban centers spread over 9 Districts and covered 3877 domestic and 
1475 commercial consumers The study commenced by providing working meters to unmetered 
consumers as well as those with defective meters so that all the consumers in the target group had 
accurate, working meters The study concluded that the major cause of the loss was the low 
proportion of bills based on readmg of working meters and inappropriate load factor billing resulting 
from under assessment of loads. The prevailing view in OSEB / GRIDCO at that time was that most 
of the losses were in the Industrial categories (HT / EHT) of consumers and that load factor billing 
was "more beneficial" to OSEB / GRIDCO than billing based on meter reading as far as LT 
consumers were concerned. The results of the RIAP study sharply disagreed with this received 
wisdom. The main conclusions of the study were as follows. 

• Domestic and commercial consumers with loads <3 K.W and whose meters were defective 
accounted for a significant portion of non-techmeal losses. 

• By re-specifymg ( and mcreasing) load factors, consumers will prefer bills based on meter reading, 
thus eliminating the motive to damage meters The results of this Pilot Study were then tested against 
the data base of about 600,000 consumers and were found to hold good with minor variations of the 
order of 5%. The study showed that only 10% of the consumers were billed on the basis of meter 
reading. Table below gives details. 


Billing method 

% 

Consumers (No) 

Meter reading 

10% 

60,986 

Load factor 

64% 

401,943 

Minimum charges 

26% 

161,546 

Overall Sample 

100% 

624,475 


The study showed that under billing was as high as 50% and 46% among domestic consumers with 
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LV lines 

5.3 

Total 

16.3 


4 1 The World Bank m their Staff Appraisal Rcpon (SAR) on the Orissa Power Sector 
Restructuring Project (April 1996) showed the T& D losses to be as follows 


1996-97 

1997-98 

1998-99 

1999-00 

2000-01 

2001-02 

2002-03 

39.5 

34.8 

29.2 

24.3 

22.7 

21 7 

20 6 


4.3 The World Bank subsequently admitted that these estimates which were based on incorrect 
information were wrong. In the Bank's Aide Memoire dated 31 Oct 1998, the following 
observation finds place ’ ® 

Quote 

OSEBs system losses were estimated to be 43% for FY96 and from that base Gridco’s system loss 
reduction targets were agreed as 40% for FY97. 35% for FY98. 30% for FY 99 25% for FY2000 
23% for FY2001 and 22% for FY2002 (for a 21% reduction over a si.k year period) During project 
Implementation once much more detailed information became available from RIAP and related 

o ^^'Shor, of the order of about 

52-03/o tor OSEBs last year of operation in FY 96 and about 50% for GRIDCO's first year of 
operations. The latter figure is confirmed in GRJDCO's audited accounts 

9. Given that we so severely underestimated GRIDCO's system losses in 1996 and on that basis set 
t Commission in its 

that rumrrv estimates quoted above), it is not suipnsing and in fact unavoidable 

that GRIDCO s financial performance is well below agreed targets 

Unquote 

nmv,rfeJ!l't'"fT"e“ W sent out to the prequalified bidders in July 98 had 

s bSedl 1 .1 . of distribution system tcehnicul losses made in the M 

McSlfan / ^y Consultants (Merz & 

an 11 month nennd CA I *0 the PMU estimate based on actual results over 

based on An ‘ percentage of net generation and purchase (NGP) was 21 5% 

Table 3,2ofIMgave Aefoltowlg“mf«Z‘’'“ '' ‘ 

Technical losses 

5.8% 

4.4% 

0.7% 

3.2% 

1.4% 

6 . 0 % 

attributable to LT^lilitt Wo^to^SS^KV 7 distnbution network, ♦♦♦♦♦♦was 

transformers and 5% to 33/1 i kvt f to II KV lines. 9% ♦♦♦♦♦♦♦ 0.4KV 

n KV transformers, (source Chart ♦♦*♦♦♦49 of IM) In para 3.1.6 the IM 


Transmission (EHT) 

33 KV lines 

33/11 KV transformers 

11 KV lines 

11 KV/LV transformers 
Lines 

Total 
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commented on the loss figures in World Bank's SAR and their impact on the Tariff Orders of OERC 
The other Distribution Companies more or less repeated these comments. 

As regards the loss figures projected in the Profit and Loss accounts of the Distcos, the following 
table may be seen. 


Name of the Distco 

Actual/Forecast 

Proiections 



1996-97 

1997-98 

1998-99 

1999-00 

2000-01 

2001-02 

Source 

Wesco 

40.0 

39.7 

37.2 

31.0 

24.1 

18.8 

P155 

Nesco 

48.3 

42.8 

36.8 

31.6 

24.7 

20.3 

P159 

Southco 

41.7 

39.5 

30.2 

25.0 

19.9 

18.9 

P163 

Cesco 

51.6 

48.5 

42.7 

37.5 

30.6 

21.7 

P167 


(Source ; Extracts from Pages 155, 159, 163 and 167 of Information Memorandum ) 

The question is whether the Distribution Companies were 'misled* by these projections. 

5.2 The results of all the Studies and Reports mentioned in the paragraphs above and all other 
connected information were made available to the bidders through the Information Memorandum as 
well as other documents 

The very first page of the Information Memorandum contained an IMPORTANT NOTICE 
Quote- 

The Information Memorandum includes certain statements, estimates, projections, targets and 
forecasts with respect to GRIDCO, each of the DISTCOs, the Transmission and bulk supply business 
and the Zonal Businesses Such statements, estimates, projections, targets and forecasts reflect 
Vcirious assumptions made by the management, officers and employees of GRIDCO, which 
assumptions (and the base information on which they are made) may or may not prove to be correct 
No representation or warrantee is given as to the reasonableness of, and no reliable should be placed 
on, any statements, estimates, projections, targets or forecasts or the assumptions on which they may 
be based and nothing in the Information Memorandum is, or should be relied on as, as a promise, 
representation or warrantee 
Unquote 

The IMPORTANT NOTICE clearly advised the Bidders as follows: 

Quote- 

Each recipient must conduct his own analysis of the information contained in the Information 
Memorandum and is advised to carry out its own investigation into the Zonal Businesses, Orissa, the 
legislative and regulatory regime which applies in Onssa and any or all matters pertinent to the 
proposed privatisation and to seek its own professional advice on the legal, financial, regulatory and 
taxation consequences of entering into any agreement or arrangement relating to the proposed 
privatisation. 

Unquote. 

5.3 The Request For Proposal (RFP) documents (July 98) which were sent out to the pre-qualified 
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connected load of 0 5 to 1 KW and of >1 to 2 KW respectively 

As regards Commercial consumers there was under billing in respect of all except those with a 
connected load above 3 KW. 

It will be seen that there was under billmg in respect of all except those with a connected load above 
3KW 

4 7 An analysis of the GRIDCO management accounts for the period ending December 97 fully 
support the findings of the Pilot study 

4 8 On the basis of these facts, the Consultants recommended steep rises m the load factors for 
domestic and commercial consumers ranging from 36% to 71% 

The Consultants also suggested 3 possible alternatives based on 

• Raising the connected load while keeping the load factor unaltered 

• Raising the load factor by 30% for all consumers except those with connected load above 3 
KW 

Raising the load factor of all 9,50,000 domestic consumers by 16% to 22% after physically verifying 
and refixing their connected load. 

The Consultant noted that revision of connected loads as recommended in Scenario 1 may involve 
legal difficulties because the connected load is what is mentioned on the contractual document 
executed between OSES / Gridco and the consumer Unilaterally raising this contractually "agreed" 
load was likely to lead to legal challenges and delays. Scenano 3 was complex and difficult to 
explain to consumers and to be binding on consumers could involve individual load surveys to large 
number of consumers. The increase in load factors involved in this exercise was also too high for 
those with connected load below 3 KW Hence the preferred course was to adopt Scenario 2. 
Accordingly, Orissa Electncity regulatory Commission was approached to permit an increase in load 
factors. After hearing all concerned, the Commission refixed the load factors of domestic and 
commercial consumers as follows in an Order dated 21 November 1998. 

Quote • 

11.34 Field studies conducted by GRIDCO reveal that energy consumed or physically drawn by 
consumers is substantially more than that estimated through load factor of 15% and 20% presently in 
use for domestic and commercial consumers respectively. The Commission has decided to raise the 
load factor in respect of domestic category from 15% to 20% and for commercial category from 20% 
to 30%. The Commission also examined the present load factor of consumers in Small Industries and 
Irrigation and has decided that the present level of load factor should continue. 

1135 The Commission's approval of enhanced load factor will he reviewed from time to time. If the 
Commission comes to the conclusion that the Distribution and Retail Supply licencee has not taken 
effective steps in metering and has sought to depend on load factor billing to increase sale of energy, 
it will consider revising the load factor downwards. 

Unquote. 

(Case No 19 of 1998 order dated 21.1 98 on the Distribution and Retail Supply Tariff effective from 
1.12.98} 

5.1 SOUTHCO, one of the Distribution Companies owned by BSES, in their presentations before 
the High Power Committee had stated that the Information Memorandum contained wrong and 
misleading information on several matters including losses, loss reduction, load growth etc. The 
Company cited the distribution loss figures projected in the Profit and Loss Accounts of the 
Distribution Companies which were given in the Information Memorandum. SOUTHCO also 
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consequently higher technical losses. 

Unquote 

5.6 Given this background, it is not correct on the part of BSES Distcos to claim that BSES was 
misled by projections relating to losses and loss reduction 


**************** 
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Bidders contEined detailed questionnaires designed to make sure that the Bidders have made a study 
of the characteristics of the Distribution Businesses in Orissa The questionnaire was divided into 
two Chapters. Chapter 1 which carried a total of 500 marks required the Bidders to give their 
considered responses to questions on the following specific areas namely, capital expenditure and R 
& M- reduction of technical and non-technical losses; improvement in billing methods and revenue 
collections, human resources, training, safety and management, consumer service and public 
relations, and regulatory issues Chapter 2 of the questionnaire carried a total of 250 marks and 
required the Bidders to develop a preliminary plan of short-term, medium term and long term options 
and measures which would be implemented in Orissa In response to this questionnaire, the Pre- 
qualified bidders submitted detailed proposals running into hundreds of pages covering all the 
aspects of the Distribution Business including losses The Technical proposal submitted by BSES. for 
example, contained about 110 pages of narrative and an equally impressive set of Annexures, Maps, 
Charts and Tables. 

The bidders were also given time to for a due diligence programme covenng visits to the various 
sites of interests, visits to the Data Rooms which contained hundreds of documents covering all 
aspects of OSEB, GRIDCO's activities and one-on-one discussions The Bidders were encouraged to 
seek information through wntten questions All the questions and all the answers were circulated to 
all Bidders to make sure that every Bidder had exactly the same information as his competitors 
While these steps were common for all the bidders, BSES was placed at a position of special 
advantage in the matter of first hand information about the distribution business since they had 
operated a management contract for the Central Zone (the present day CESCO) in September 1996 It 
is only at the end of such a comprehensive and transparent due diligence exercise that the Bidders 
took part in the bidding It is illuminating to go through what BSES said in their voluminous 
Technical Proposal forwarded to GRIDCO on 12 January 1999 

5 4 Question 11 in the RFP under the head "Reduction of Technical and Non-Technical Losses" 
sought the comments of the Bidders on the current level of distribution losses (both technical and 
non-technical) and what the bidder considered are the primary causes of losses. In reply, BSES cited 
the loss figures estimated and projected in the Information Memorandum and offered the following 
comments. 

Quote. 

The projected / forecasted reductions in Technical & Non-tcchnical lo.sses of the individual zone 
which in our opinion are very much optimistic and in practice very difficult to achieve effectively 
through various methods of system improvement / expansion and if the levels of reductions in losses 
as projected are not achieved, then the subsequent revenue realization based on all these projections 
would be very much below the targets set, resulting into crisis for even maintaining the positive cash¬ 
flow outlays for smooth financial transactions for the Distco's business on day to day basis for the 
first two to three years. 

Unquote. 

(Source; Page 28 of the Techmeal Bid - Proposal of BSES) 

5.5 BSES foresaw even higher technical losses in future resulting from higher load densities as may 
be seen from their response to question 7 of the RFP under the head "Capital expenditure and R&M". 
Quote' 

In view of only 20% of households being presently electrified in Orissa, there would be an upsurge 
on the off take of electricity in years to come which could he very much higher than the forecasted 
load growth of 5% and this would lead to higher load densities despite expansion of the system and 
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Annexure -14 


INDEBTEDNESS OF GRIDCO AS ON 30-09-2001 

A LONG TERM LIABILITIES OF GRIDCO 

As on 01 04 1996 _ As on 30 09 2001 


(All Figures in Rs Millions ) 


Gndco Bonds 
Pension Trust Bonds 
Zero Coupon Bond 
Central Govt Loans 
State Govt Loans 
Lie 

REC Loans PFC Loans 
ICICI - Bill Discounting 
IBRD - World Bank 
SPA - Commercial Banks 
IDBI 

Total Long Term 
Liabilities 


Principal Interest 

Outstanding Overdue 
1,099 
1,500 

113 - 

1,436 

2,502 

1,368 - \ 

99 
97 
8,213 


Total 

1,099 

1,500 

113 

1,436 

2,502 

1,368 

99 

97 

8,213 


Prmcipal Interest 

Outstanding Overdue 
8,111 1,295 

1,500 459 

4,000 130 

113 134 

1,537 441 

1,407 1,305 

4,278 305 

3,027 

644 497 

4.376 10 

76 4,262 

29,069 


Total 

9,406 

1,950 

4,130 

247 

1,978 

2,712 

4,278 

3,027 

644 

4,873 

86 

33,332 


Annexure - 20 

Average Retail Tariff 













